Rate of Rezurm

furing the ssurse gf the 1978 poscsezinsgs, Respondent pre-
sentsd The TestTizony of Two willesses or the issue of appropriate
returm, the only axpert Tastiocny diTectly presentad on the issue

duzizg the eriginal procseding.

Mr. Josepk F. Brenman, president of an indepecndent con-
suleing fizm, testifiad tnat The cosT oI commen eqQuUiTY T2 The

Respondent was 14.3I%. Iz ATTIVIAG 4T 2 @pinisen, M-, Brsnnan
grilized (1) an evaliuat-on of eazm-=gs/pIigls ratics adiustad fa7

igsuance= cos3Ts and markeT pressurse, (2) az analysis of the zost
rate for Common sTock When new shavss ars scld, or the sarnings/
net procseds ratin, (3) discounted cash flow (TCF) tacknigue
adiusted for igsuanc= sosts and maTtket fressurs, (4) ccmparalle
easn: ngs, Or earmings/book ratis, and {5) The bars rect far the
use s capital thecry.

Mr_ Donald 2. Shaw, Respondent's Jize President - Flnarccs,
testified tThat a minimum level of commen earmings, expressed as a
raza un common STock equity, weuld be in the jeighboriood of 1S5%.

The Commissicon in its Decsmber §, 1878 Order czncluded that
a Tange of returm on Respondezt's cocmmon equity of betwesn 11.0%
and 13.0% weuld be appropriate. Utilizinxg the zapisalizazion at
Decsmber 21, 1977, adiusted for a Marzi, 1978 prafsrzemcs stock
issue, a 5.28% cverall rate of reTuish was detsrmined appIcpriate
by The Commissisn. ThRis eguated To 4 12.33% czst of commen
equily.

The Sirsuit Caurs rsversed tThe Iommigsion on This issue
cizizng the failurs of the Commission Tt Dase 1ts decisist upen
e svidencs of c=cord.

During cross—-examination cf whe Stafif witmess, Respendent

ttempted 5 bDring out That Staff witness had net adsustad his
profferad costs of common equUity T refliect the Zosts of ilgsuancs
and ma-keT pragsurs. Staff agresd thers wers gosts of issuancs
assoglated with each czmmon Stock issue and that such costs would
incs=ase the Respcendent's cost of commen equity. Stafl also
gTated that market pressure could Iin acme instances exist but
5taff 4id not adjust its gosT of commorn egUity S0 Respandant
because narket pressurs is 2ot subject T verifiable guantificatien.
Stafl recognized that Respeorndent's Witness Brezpar had @tilized a
1¢.0% figure for gosts of issuancs and markeT pressuss=, but Staff
believed 4% to 5%, excluding mazksat pressurs, would be mors
ApprCopriata. taff, howevs=r, bel:eved It would net be math-
ematiczally logical to apply a perzsnzage cZost of issuance o
total outstanding stack. The Czaapany could but 4id net provide a
sTudy woich would have shown ac=Iual Lssuans=? <953, The Com-
mission 1s of the opinisn that the Company At This ilnstance has
failed To justiiy use of a perce=ntage figurs representing market
pressure and costs of issuancs Telating T2 1ts comreon stock
efferings in the pasz. In The absencs ¢f actual issuancs costs
and a Teascnable method of dezerm=:ng zaiket pressure nc adjust-
ment should be made. .

The studies of the Staff witness (5%aff Ixhibits AF-4,
Schedules 1 Through 4 inzlusive) disclcose the comparabilizy of
Iowa-Ill_nois with The Ten Company RBarzmeter Sroup and Moodys 24
Public Utilities (alss used py Company withess Brennan). S¢* - dule
1l of AF-4 discleses the simila-ity of The average capital sTruc-
tures ¢f Respondent Wwith The Two grzups. A ¢ompariscrn cf the
distribut:ion of earmings for the Test vear (Staff Exhibit AF-4,
Schecule 2) does not indicate & significant differsncs betwesn
Respendent and the Two groups. Schedule I of said exhibiz com-



f- e MidAmerican Exhibit .
Page 82 of 65«

par=g the = ""'*"qs/"’"- c= RaTios, Markst /Book Ratics and Martket

Acmivity (ndices of Iowa-Illingis with the WO FToups at vaslous

time periods. Schedule & of said exhihis d.‘..scloses a camparison

of the ZaTming/Prics Ratics of lowa-lllimeis at various ::;..::e . -
pericds asTivitng at an average o8t of commen eguity of 12.07%.

~he 5%27f witness alsc Racde ugse of a Discounted Zagk Flow
approach utilizing a Dividend Crowth Rate of 4.22X derived from
hostarical data spazn;“g the period from 1964 to 1378 iz sosting
cammon equity at 13.00%

The Commizsion i3 ¢ tme opizion that the c:zpa::scns of the

Stafs w:.:a:s justify a gopclusicn That a Teasocnable faixr range
of rezux» on :cmmcn equity for rate maxiag purposes of ‘:s Order
ents-ed Decamber &, 1978, is between 12.07% and 13.00%., utilizing
the capital StTucture appropriataly set forth Lo Stafl Exhibil
AF-5.

Gas Tperat.ans

Witk regard tc Respondent's gas cperations, rsvised gas Tate
schedules weres sffsctnated o Jume 19, 1980 as a zesult o This
Coomission's June 18, 1980 Ozdar inm Docket No. 79-0467. Iz the
proposed Order of Respendent gn Remand at page 1§, The Company
suggeszad that the revised gas rats achedules, whez applied o
The sales in the wagt pesiad in thisz Dockaet No. 7B-307S5, produce
an increase in gas revenues for Respondent of 52,811,000, Thi
incre=ase in GaE Tevenues is g'ea't* than the incrsase whizh Uou’d
be produced 5y rates designed s producs a 10.05 reTumm on W2
origizal ¢0sT gas rate base ef 332,335,000 c::;;: iy "sposed hy
the Company im this procsading. Thus, Responcent skoulid De
ordered to continue the revised gas sate SChchL-s filed on June
19, 1280 iz acsardancs with The Commission's Oryder iz DockeT No.
T9-0467.

Recoverr 5f Uncallectad Ravenues

Respondent has argued that it shou_d be pe::;::zd To recover
the diffsrance between the resvenue collected under THe rales
mandated by the Commission's December &, 1978 Order and the
reveoue which would have been collegted under the rates uliimately
detaimined rsasgpable Dy the Commissicn in this sause opn remand.

Respondent's pogitiorn is based upon the pre=ise Tsat The
Commission is vestaed by law wich power to estakl:sh ratas Ior 2
h:georiz pesiod of Time. RelIgaciive ralamak:iRg 1S arn anomaly
when viewed i3 light of the Illinois Public Utilities Acz.

The £irst paragraph of Secticn 36 ¢f the AcT provides as
follows:

Unless The Commizsion otherwise orders, and except as
ctherwise provided in This Secticn, ne cnauge sha.l be made

by any public ulslitTy in any rate . . . eXZTept alter 30
days' Dotics to the Commiss:on and o the PUBLlc as herein
provided.

T is clear that any change in rates Dust De zoaplished iz a

manne: whish complies with the provisions of Se*"*: le.

Ratemaking is a forvard looking proesss. Rates zre allowed
To become efimctive for the future under the Iirst paragrapk of
Section 36 when a 30 day notice Tz the Commission aznd To The
publiz has been prowvidad as required bv law and the sules and
regulations of the Commissich or by Order of fie Coomission
withcout requiring such notT.ce.




Under the provisions of paragrapk 3 gf said Sec<ign <he
Coomisslon may suspend the effecTive dazs of a proposed =ate
for a peviod of :;:e oot exsluding 130 days and resuspend such
rate for an addivwicmal pericd of suspension zet exu-ed_ng 5
months te inguire inTs the reascnableness therscf, prias es
esTablishing appropriate -ates O APEISVLAG The Tatas pooposed
for a fyuture period of tinme. ;

Under e ,-ov*s_ons of the fourth paragraph of zaid sectionm,
the Commigsisn 1s aut c:;:ed to T=duce rates of a public utiliey
by entsy of a temperaTy sSTdel pPIesScIiding Iatas o be nade applicable
for gervice rendered DY a gTiliTy f3r a future pericd of time
when sarwain gondivions ars found T prevail,

gontsary =o Respendent's position that this fourth unmymbersd
pa_ag”aph would by implication authorize the Sommissicn o establish
rates for a RistoTic time period, The Cimmission is of the spinien
ThaT rates can only De es-anl; ned far a Ifuture time period. No
reascnable intarpr=tation of Secticn 36 22 any gTher pravisisnos
gf the Aot would smpower this Commissien T establish A reTrpsacmive
rate—.King procsss.

The Commission Tejects Respondexnt's cosntantion. The caurse
af action o De Taken by The Commissigm, In the LISTanT gase,
must be ane wh;ch is autherized under the law and iz cszisrmity
with the Order, the Amendad Order of the Cirzuit Caurst of Rock
Island County, The gTatements 0f the Czust's Reason for Decision
and the Cirzuic Court's April 1§, 198C Crder.

The Court did Dot otierwise disturh The crinions of the
Csmamission oI findings comtained .he-e-_. Except as otherwise
provided in this Order on Remand. The Commissieon shcu_d a3 a pas=
of this Crder on Remand Ln::rpora:e by reference therata, readops
And reaffi-m the Order of the CommIissicn entared in “his cause on
Decsmxper 8, 1378,

As a general =:le it may be sTatss Tthat, the establishment
of Public Usili<y rates is a legislat-ve function, which is
vested in the Commission by law sublecT %2 review by the judiciazy.
The rates authorizad as a resulT of the Commigsion's Qrier ent -ed
December B, 1973, wers established in aczoriances with the provisisns
0f Section 36 of the Act. The CTommisgsien is of the opinion thaz
ance so eszablished, suych ryates continue T8 remain in effece
unTil such Time as mew Tates ars allowed o Dbe plac-d into effecs
under Secticn 36 of the Act and other applicable law.

Conelusisn

Baving resclved all other issues of. Remand, the Commission
must nhow detarmrne i1f the eleguTis rates, a--aued ts beccme
effecTive by viotue of the Order enzazad Decezber &, 1978, would
have enabled Respondeant an opporTuUNiTY I €3Il an overall recyrm
and returm on equity which is found to be fair and r=ascnable on
Remand for razemaking purposes at Decsmber §, 1978,

Afvar excluding the effect of The Revenue Bill of 1978, it
may be dezermined fzom the rec::d in This gase -nc-ud.ng the
record on Remand that Tthe pre forma Illineis electsic eperating
results of the Company for the TestT year utilized in this case
under el eC'-*P rates &X1STing PIlar to e Decsmber &, 1373 Order
and under electric rates allowed To bDecome affmctive by vwirtve gf
said Order, would be as follows: B

-~
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Parwicular-s Under Electozic Rates Undar Rates Allowed
Existing Prior o by Crder of Decamber
Crder of 12/6/78 8, la7s
Gperating Revenues 5 49,599 § 56,532
Cperating IXpenses 39, 2587 . 42.565
Operating lzcome 10,442 i3, 749
Less: Non-surisdicticnal
Income 570 870
Jurisdizzional Operatling
- Income $ 9,772 S 13,079
riginal Cost Electric
Rate Base 5142,856 5142,85¢&
Qvezall Rezur: on Ratse :
Base 6.84% 9.18%

The appIspriate cogt of capital compuTation whizh discloses
~he range of Teturn on equizty and range of cwverall return found
seasgnable for rats-making purposes or Remand is shown by staff
exnibit AF-% and is restated below:

Iowa=Ilincis Gas and Electsiz Company
" Capital stTucTture and Cost
Tast Year Znded December 3L, 1377

Weighted
Component Amouns Ra<lo cast cosT
Long~-Ter:m Debt ‘ $227.,18¢9 - 49.31% 7.08% 3.49%
Prefarred and Prafermncs
Stack 65,800 14.28 8.51 1.23
Commeon EqQuity 167,728 36.41 12.07-13.00 4.39-4.73
$360.707 100.00% 5.1i=5 45%

T is appar=ni that urnder rates in effect pricr ts the lommission's
Order of December &, 1978, the Company would reasonably be ex-
pectad To earm an sverall returm of §.84% resulting in a returm
on equity of 5.82%; such returns ¢- not fall withiz the range of
rezuras found reascnable for Reman. purposes. Such rates, which
would have developed the foregoing electiric operatlag Tesults,
produce an overall TeTurn and retusa on equity lower than the
ranges of returm fosund reascrable, and therefore should have been
and were properly permanently cancelled and annulled,

Under rates allowed %0 become effective by virTue of the
Order of this Commission entarsd Decemper &, 1978, Illinocis pro
forma electsic operaticns would have resulted in an overall
Teturn of 9.14% and an imputad returm on equity of 12.19%, utilizing
the appreopricte components of the foregeing cosT of capital
computation. Such overall retuzn and returz on equity fall
withan the sange of reasopablaness found appropriate for purposes
ef this remand Order. The Commiss.con is of the opinion that the
aleciric rates allowed o become effactive by virlue of the Order
entered December 6§, 1978, are just and reascpable and reasonably
enahled The Company To eats a fa:r and reascnablle retusn on its
erzginal cost elegtric rate base deterained appropriate for rate
maKing purposes.

The Commission, having examined The entirs
and now berng fully advised in tne premises, 3
and finds that:

]
s
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{(2)

(3)

(4)

{s)

(6)

(7)

(8)

(%)
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Iowa~Illincis Gas and Electzic Company, an Il.inels
corporation, is euqaqed i1z the germeration and sn;ply of
elecizic e"e:gv aps the distTisuTisn and sale of jatuwal
gazs in Illincis and elsewhers, and is a public uti ity
with:in the mearing of az Act extitlad, "An AcT ccpcarming
public utilities,* ag amendad;

The Commisgeion zas jurisdicticrn over Respondent and of
The subSSect matTar herein; - :

on January 11, 1578, Respondent filed with this Commixsion
Filed Rate Schedule Sheets ssmtaizing -ahe schedules

and -other taTiff provisicns by which it p'sposed cmrzain
changes and a general increase in gas and electzic

rates for various classificaticns of servics, effective
Fefbruazy 11, 1978; said taziff fil:ing was accompanied

by an appropriate supplemental statsment in acozrdancs
Wil the riles of the Commission:;

due notics of whe ling of said Filed Rate Schedule
Sheets was given pu:suant %o law apd The rules and
regulations of this Commission;

on Fabruary 8, 1978, the ”*mn;sa'cn susperdad The
propesed Tiled Rate Schedules Sheets o and izcluding
June 10, 1978, and on Sune 7, 1378, resuspended gaid

iled Raze Schedule Sheets o and includizg December
10, 1978, all in accordance with provisicons of SecIion
36 of the Act

¢ Decsmber 6, 19578, the Commission issued ac grder in
This cause, whish, inter al-a, cancalled Respondent’
propoaed Filed Rats Schedule Shests, computad income
Tax calculations recagnizing The izpact ¢f the Revenue

i1l of 1978, and reguirs=d Respondexnt T file Tats
schedules which would producs a retusT of 9.28% onm an
original «os%T electziz rate bage of 5142,856,000 and an
original cost gas rate base of $32,336,000;

on Febsuary 22, 19280 and Marsch 1, 1980, the Cizguits
Court of the Fourteenth Judicial Zircuit, Rock Island
County, Ill:nois, set aside the Tommission's Decamber
&, 1978 Qrdier, holding The Commission's detsrminations
Tegarding zata a" retusn and The utilizaticn of the
Revenue 8ill of 1978 to De aga:inst the manifest weight
of the evidencs;

notizce of the izitial Heasing on Remand held iz this
Cause was mailed by the Chief Clerk of the Commissicn
t> Respondent, the Mayor, City Atizrney, and Clezk of
the muricipalizies located with:n the Respondent's
Service are=as in Illinois, and T2 such other perscns or
entities as shown by The docket she=ts maintained by
tThe Chi Clezk of the Commission, all in accordance
Wwith The :ules and regulazicns ¢f ki3 Commission:
notice of subsequent hearings was nailed by the Chief
Clerk of the Commission to such parties as are shown by
the docket shesets malintained by the Commission for
purposes of this case:

statements of fact and conclusions reached

in the prefatary pa*' of this order ars amply suppartad
by the evidence of record and ars hereby adoptad as
findings of facst;
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{10} for the puspose of this cause, all ineome tax somputations
have been made wWithout recagrizing the iapact of tne
ravisicns of The Reverue 3211 of 1978;

o — '
(11) electric rates which wers allowed T2 become effective
by créder of The Commixgisr axtared Decsmber 6§, 1378,
ard Dow in effect for electsis sarvics SuTumighed <o 2he
Illincis customerz gf Reaspondent are fairs, just and
reascnable and enakhled Respondent an opperIunity to
@arT an overall ZeTurm of 9.16% and a retlutm on equity
ef 12.19% whigh ars with: .= The range 0f Tmasgnaclsness
found appropriate for pusposes of Thisz Grder on Remand:

(1l2) electric rates proposed DY Respandent in its <arzff
filings of January L1, 1978 and Februazy 28, 1980, are
Aot L all Tespects fais, just and reasgpnable iz That
suck rates would resulz i= overall resturms on The
Campany's original c<ost electisic rate base and aguicsy
iz excess o The ranges of ratuzms approved fzr purposes
¢f this Order oR Remand, and wers Therefsrs appropriataly
permanently cancelled and annulled:

{13) razes which aTe gurtently iz effect faor gas
service furnisped T3 Illinciz customers of Respondernt
were directed by Commissicon Or-der of June 18, 198C :in
Docket HNe. 78-0467; suck currert ratas, when applied =2
S$ales I the tTast periocd In Th-s cause, praducs Csvenues
greater han would De producsd by rates designed s
zoduce a 1L.0% reTuxm on an origoinal oSSt gas Tatns
base of 532,326,00C; suck gurrsnt gas Tatess shall
therefcre 2ot be revised by thts Order on Remarnd;

{l4) Respcndent's right %o recsver from its current Illizois
customers additicnal rsvenues resulting from ar alleged
underreczvery durtizg The Time baftween THe antry of the
Order of Ths Joom-asion or Decsmber &, 158C, and the
entsy of the instant Order on Remand should be dented;

(15) the Commission's Decemper §, 1878 Grder in th:-ws cause
ghould be rncosperated herzein by refarsnce thersts and
readopted and reaffirmed in all Cespects Dot incoon-
sistant wits this Osder on Remand;

(16) arny obiecticons and amotions made iz This procmeding That
rema.n undisposed of should be copsidered disposed of
iz a manner consSigtent with The plTimate cocoolusisns
hereins contained.

IT IS TEEREFCORI QRDERID by the Illincis Commerss {ommission
that the electsic and gas ratss Dow or file with thes Commission
and in effezt for slectric and gas sesvige futnisied To the
Illinois customers of lowa-Illineis Gas and DlectPic Company are
just and reascnatle in all respects for pusposes of shns Order on
Remand, and saould be allowed To 3¢ remaln 1- effect.

IT IS FURTHER CRDERED that lowa-Illirceis Gas and Electric
Company be, and it is her=by, denied the right %o recover addi-
tional revezues, by means @f a sursharge oI othezrwiss, from
axXisting customers rapresent.ng alleged logses incusred far any
Teason whatgoevsr during the perioc of Time hetween Decsmber 8,
1978, and the daze of This order.

IT IS FURTHEER QRDERED that the Zommissicn's Deceaner §,
1978, Order :in This case be, and it ix hersby, incsrporatad
herein by refssence therets and T

-

. respecis NOot LACONELSIAnt wilh T

sadopted and reaffimed in all
s Order cn Remand.




fa=gy. 3

IT 1S FURTHER ORDERED that any motions or objections, made
by any party hersto during the course of this procseding, which
remain undisposed cf be, and the same are hereby, disposed of in

a zanner consistent wizh the rulings and ultisate conclusions
containad in this ordex.
By order of the Commission this l8th day of Mazeh, 1981.

(SIGNED) MICHBAFL V. BASTEW

Chaizman
(§ E A L)

Commissioner Stalon concurs; a concursing
opinjion will be f£iled.

il
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IZLINCIZ CCMMERCI CTOMMISSICON

Iowa~Illineis Gas and Ilecuriz Company

H
e

Proposed general rfats incresase i
natusal gas rates.

(8]
2t}
u

b
w

Bv the Commission:

On July 26, 1379, Iowa~-Illineis Gas andé Etlectric Company
{"Respondent”) filed iis 2néd Revised Sheet No. 6, 2néd Revised
Sheat Nc. 7, 2néd Revised Sheet No. 8, 2nd Revised Sheet Ne. 9,
2nd Revised Sheet No. 10, 2nd Revised Sheeat No. 1l and 2ad Re-
vised Sheez No. 1I, IILL.CZ.C. No. 7 ("Tiled Ra=e Schedule Shee<s”)
in whizh it provcsed a general increase in rases for natusal gas
service %0 become aflfactive Aucust 26, 1879,

I: appeaved from an axaminaticn of the Tiled Rate Schedul - -
Sheets that the Commissicn should enter upon a hearing ¢gncezrming - -

the propriety of the prooesed general increase and thas pending
the hearing and the decision fherecn, %he propesed general in-
crease in natural gas rates shcould nct g ins=s affecs. On Auguss
2, 1879, the Commission suscended the prorosed inersase 4o and
including December 23, 1879, ané thersaieer op Decembexr 19, 1879,
resuspended the proposed tariff revisicns to and including June
22, 1880, in aczordance with the provisions of Sectizsn 36 of the

Illinois Puhlic Ukilitcies Act.

Notice of the propesed incremase was pested in Respondenz's
business offices and published in newstapers of general cissula-
tion in Respondent's Illincis se=wvice arzea.

Pursuant to notize as required by law and %he rules and
Tequlatisons of the Commiszsion, the gause came on for hearing
befcre a duly authorized Eearing Ixaminer ¢f the Commission at
itz ofiices in Svringfisld, Illineis on Ocuapex 18, 1979%. Ap-
Pearances wers entersc by counsel on behall of Respondent and by
members ¢f the Commission's Polisv Analvsis and Research Di-
vision. Accounts and Finance Department and EZngineering Dezazs-
ment ~ Gas Section of the Public Utilizies Division ("Stafsv),
Respondent presanted evidencs, beoth cral and doctmentary, in
suppert of the praposed raze increase. Turther heatings were
held on December 12, 1979 and on January 21, January 22, March 20
and April 10, 1lsgo. + the canclusicn af the hearing on April
10, 19BQ, the casa was marked "Heard and Taken". A pezitisn for
intervention was filed on August 30, 1979, by the Quad~Cities
Consumer Energy Council. The Commissicrn granted said petizion
foz intervention on October 10, 1879, 7The Inzervencr &ié act
appear nor participaze in any of the proceedings.

Nazture of Ressondent's COverations

Respondent is engaged in the business ©f generating, t-ans-
mitting and selling electwis epa-gy and digeributing and selling
nazural gas in the Stactes of Iowa and Illincis. Natural gas is
dist-ibuted in the municipalisies of Rock Island, Moline and East
Moline, Illinois and in bDavenport ané Beztandor?, Icwa (kpown as
the Quad-Cities area), in Cedar Rapids, Fer: Dedge, Iowa City and
Ouiumwa, Iowa and in cerzain adjacent communities andé surrounding
areas.

Batural gas is purchesed Irom twe pipeline companies,
Natuzal Gas Pipeline Companv of Americz (“Natural") and Norshern
Natural Gas Cocmoany [("Nerthera™). Gas is purzhased from Nasural
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for all =ne servize areas ¢f Resctondent excespt 2gr she Fore

Dodge, Lowa, serrige ared., Ior which gas is purzhased Srom :

Nor=hnern. In addizion, Respondent has a licuified nasural gas - .
planz at Beztandorf, Iowa, and swo liquified propane gas plants
a+t Zast Mcline, Illinois and Cedar Rapids, Icwa, whigh provide a
parsion ¢ its availanle gas supply. - .

Ra=e St—uc<uTre and Desisn

Reszcndent proposed nc changes in Tate straczure in this
prsceed;zc

Respenden<t's natural gas rates arsz designed ito produce
ravenues equal £t Yhe revenue reguirement of its Illinecis copera-
ticn. The rfevenue requirement takes into acsount :he operating
and capital costs incu=vyed in providing utility secvica.

Respondesn+ has proposed that any increase in residential gas

ratas be an incrsase in the custcmer csharge aonly, wizh ne in-
rease in energy charges. It also propesed Lhat the custcmer

chazge portion for the genezal service rates be incrsased a i - - -
greater persentage than the energy charge perticon. A witness for .- - -

Respondent :estified thar the proncsed custorer charges would
=ill be well below the estimazed customer-rslated CoOStsS.

No increase was proposed Zor Rate 88, Limized Firm Gas Ser-
vice, under the premise that Responden:t wished =2 keep that rate
below the cost af cil in order %o encourage sustamers 2o puschase
gas under %ne raze in lisu of using oil., Respondent maintained
that the margin f£rom 4hese sales benefiiss other custcmers.

dividually metered apa:ﬁnents of three or more uniis such thati
only the common use af gas for watexr &ea--.g and gther inci-
denzal uses would he served on the residential rate. Central
"space heating for any such premises would De se:ved on the
general service rate.

Respcndent progased a clange in rate application fozr in- .

Respondent's propesals with regard to Tate stizucture and
design are reasonakle and should be approved.

+t2 Base

Respendent used a ¢est year consisting of the twelve months
ended Mav 31, 1979, wizl the da+a adjusted for known changes.
This data was the most recent avallable dacza az the =*ime of
£iling of the Filed Raxe Schedule Sheets.

Respcndent presen4sc evidence that the net Qriginal cost of
ts utility plant in service, as of May 31, 1873, was 533,530,000,
Contribuzicons in aid cf const=uction were cffset against plant
investment,

Respcndent alsc presented evidence on a fair value rate
base. Restondent began by trending iss utilicy plant by the
Bandy-wWhitman Index, Publiz Utility Constsucticn C3sts £or the
North Cens=al Divisicn. A Project Engineer for Black and Veatczh, "
Consulting Engineers, testified that he tested the applicabilisy
of the Handv-Whieman indices against Respondent's actual con-
struction exgerience. He statad he faund Reszondent's cost
trends t2 be gomparahle to these of the Handy-Whimman Index.

Exceptions for zra2nding wers made by Respondent f£sr lané and .
land rights, intangi:z.es, leases, generzl egUlipmen:t, and the

liguilied propane gas plant in Cedar Rapids, Iowa, all of which
were Lncluded at original cost. .
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A 5taZf wizness from £he Acsounts and Finance Department
croposed an adjusiment to Respondent's advertising expenses. Said
wizness proposed to deduct f£rom the pre fzrma operating expenses
of Respendent the amcunt of §9,406, Teprasenting amounts Zor
advercising of 52,342 for Arez Develorment, 54,718 for Raze
Understanding and $1,748 for Goodwill.

In the opinion of the Stalf witness adverzising cosss of
this nature axe ncre properly borme By the sharanclders than by
#he ratspayers. Under gross-examinatizsn =he wizness indigated
his beliel gfhaz advertising catagerized as rate understanding
- constisutes image building on the part ¢f a company.

In rebutzal a wis=ness for Respendent tes<ified #hat, in his
ccinion, the communisamicns at issue gcomplied with the spirisn of
the Public Usilizies Regulatary Poclicies Act of 1972, Sesticns
113{b) {3) and 113(Z;. The Commissisn is @f £he gpinicn thaz the
Scaff's adjustment is reascnazle and aczepss it

A Staff witness from the Accounts and Finance Deparcment

Froposed to elliminate Respondenc's weather ncrmalization ad-

jJusTment consistens wish the Commissiosn's Qrders in Peocles

Gas, Light and CTske Comeanv, ODeckes No. 78=-0073; Nczth Shore

Gas Compoanv, Docxet Ne. 79-0072; Ner«wnern Illincis Gas Companv,
. Dogxez Nc. 79=0133 and Unised Cit:-es Gas Campoanv, Docxet Na, 79=

0290. In those cases the Commissicn consideres the weather

acdjustments sreculaticn and unsuppezsed by the evidencs.

The Staff witness listed the followiag gbiesticns o Re-
spcndent's case for a weather ncrmalization adsiusthens:

{l! such apn adiustoent assumes weather &
and does not take ilnto acsouns <he recsenlized
cvclic behavicr of weather;

(2} +there was nc evidence 49 show =haz £he deparzurs
f£rom "nermalt used bv Respondent woulid even out
over time:

{(3) <he Natignal Weather Service “weazher sutlpok”
T the tomong vear (when new rates would go
0 effect) is net tased on & lonc range
atistical nermal, dut on recent and sustent
5, many of which are mezecralagizzl in
; also, studies made for the Commissicn
StaZi bhv the Atmospheric Sciences Seszicn, Illi-
nois State Wauer Survey, of wezthar stations
in Ncrthermm, Central and Souzhezrm Illinzis in-
icazed thaz, since 1901, an average cf zhe
preceeding filve year period was the bes: pre-

diczor of 2ne next winzer's temperaturss;

(4] =he adjustment is not based on kncwn change;

. (5) ecuzren:t inflasicnars condizions make the peed
a long range mcdel on whish to base Su-ure wa
less signifizant as evidenced oy Responient's
average of a rate filinc every other year dur
<he decacde <f zhe 1%7(Q's;
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{(§) there is no evidencs shocwing a correlasion be-
tween heating degree days and gas sand out;

(77 +«here iz no evidence showing a2 ¢aorselatisn be-
tween neating degree davs and operazizg income.

Respondent presented addisional testineny specifizally. in
rebutsal to that ¢f the 5taisf wizness. A witness for Restondent
stated that, while the Comm:sgicn has eliminazsed weazher noz-
malizasion adjusthencs in recentc sases invelving "all gas®
utilities, the Ccommizsion has a long history of approving such
adiustments. In respense to +he Staff witness' Zirst object=icon
ser for+=h in the preceding paragraph, Resgcndent made statistical
tests which did find evidence of a cooling trend. Respondent
+hen recalculatad the "normal” number ¢f heating degree davs
using the same historical data in addi<ieon %o faczors in the
cooling trend. This witness was unable %o find a strong cor-
relazion between heating deg-ee days and operating inecsme, but

wributed this to other changing factors which impact operasing
income.

Rezpondent's wicness then presented the resulis of a study
made using hiszorical weather data takern at Leck ané Dam 15 <o
compare with the results cf g4udies made by the Illinecis State
Water Susvey. The rasulis ghowed thac, as wizh weajther stations
in the state water gurvey study, the precseding five vear average
performed best at pradicting the lext yvear's temperatures wiih
thirey vears e’ ng secand.

Hesnondeut § witnass agTeed on Trabuttal that rate increases
would be more frecuent in an inflationazy econcmy, but rejected
this as a 'eason to abanden weathe: normaliza=ion adjustments
when using an extrenely cold test vear.

Afser a complete review of all of the evidence the Com-
ission finds that Respcondent's araucsed weather normalizatien
adijustment is unsupported by sa:l idence and should be rejectaz.

Aftar properly reflecting the adjustments herceinbefore
allewed pro forma <perating results undar sresent rates weuld be
as follows:

IZLINCIS GAS OPERATIONS PRO FCRMA
AT PRESEINT RATES TEST YIAR INDECZ MAY ., 187

{300 Omitsed)

Par«iculars Amoun<s

Cperating Revenues 54%,82s
Operating Expenses 47,082
Cperating Income S 2,773

Net operazing income cf 52,773,000 recresenis a TreturTn O
8.19% on an original cost rats base of 531,867,000 ané 6.68% on a
fair value rate base of 54-.51:,000.

RATE OF RETURN

A witness fcr Respondent presented Respondent's Revised
Exhibic 7 showing tha~z the ca;:: 1 strueture and costs af long-
tern dezz and preferved ecuisty securities at May 311, 1979 were as
folliows:
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Compasice
Cost of Cost af
Descsizrizn {sacg! Razia Capizal Capizal
L2 {2 (3l {3 {5 - - -
Long~tesx detz §I46,33¢ 7.3 T.Il 3.4l
Prafprred sTock 20,000 1.9 .3%¢ .22
Prefesence stock 5,300 1.7 9.2¢C 1.490
Total lang-zemm debt
and preferzed and . ..
prefsrance s X §322,428 §..9% 4.584%
Czzmmen equlisy 138,553 38.1
®cowal Capitfalizazion $321.09% 1p0C.90%
Respendent presented the testimeny of Twe witnesses relative
zo =ne rate of return whnich iz sneould be allzwed The cpmoTtunisy _ N
*2 aasn on the used and useful groperty allccazed and dedizazed ’
o providing gas sexwize to 1Is I.l1incls Susstomers, = =
The president of an independent zonsuliing £imm specializing
in race @f resusn, ister alia, zestifisd as anm axper= wizness on
benali oI Respcondenzt. The witness uiilized “:zotal enterprise”
capital strmacTure Tatios andé relazed Iixed-capizal gosts Tates as
a pas.s for his cc-“,cn regarding a faiz and reascnazle race of
rezusn for Res;cndeq 's :ll;nc-s gas grerazisons. The wisnass - . .
reviswed recanz fipnanci story and cerwain financial rasios af
Respondent as well as =hosa of guher utilizies Sor zartaia periods
of tize. In acddisicn, the witness studied masket daza o Mocdy's
24 puzlzc mailizies, Mocdy's 9 gas distribution companies, and
ba:~me:e: groups ¢f L0 electris zompanies and 3 gsas distribuni
ccmpanies cskiparzbhle to the Respendent. The wizlless tes:;,_ed
thast :ne cost rate for capit sncu-u fe baseZ upcn infiaosmacicn
gashered fzom the markecx place. In his opinicon, only if marketz
place datz were emploved could the C:ma-ss-a ensuIe over the
leng zun the Respondenz's ah-’--v %2 Mmegt its service cohliga-
ticns. The witness alsc opined that assurance of acdeguate sez-
vice cculd onlv be acnieved if earmings were sufficiensz to permis
Ll the astrac=icn cf an adeguate amcunt of cagizal on a reason-
able »asis, and (2) zhe malntenance o7 the inzagrizy of the value

of the rate base.

1
cula

Zzer a number af cal asiens basedd c¢n
daza ¢f Respcndent's gas cperazions and =pzal
zicn cf his 3judsmenz and expecience the
thaz the falir rate of sezum on common eguisy on

te base in this procseding would be 15 percent
reasonazle overall *uITT On %he fair value raze
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from capital securitlies Sales during the five years coomencing
January 1, 1879, tc be approximately $306,000,00C. The witness
statad that Restonden®: expecss 2o spend $337,000,000 for new
construction duxing that pericd.

Afzer varicus analrses, Lhis witness concluded that, in his

cpinior and based upcn his judgment and experience, a reasonable
aturn tc de earned would be 15 persent on cimmon equisy hased
upon an original ¢ost Tate base, or 8.5 percent on commen equit

on a fair value razts base whers the weighting of the trended
riginal cost depresciased in the Zalir wvalue rate base i3 at least
as grea:i as the welghting of common equity in the capical situe-
ture. :

A Staff wizness f-cm =he Acctounts and Finance Depar=ment
p*esented testimony wizh regard v the fair rase ¢f retusm on an
ariginal cost Tate base. The Stalf witness speonscred an Sxhibit
AF-2 which reflected Respondent's sapital setsucsure at September
30, 1879, the most recent date £3r which commaracive informatieon
was ava.ila.b‘-.e from the Commissicen's dana hank, Based upen his
analvsis, the Stafs w~-1ess arrived at a common eguity cOskh,
using the capitalizacion st-uctuze at September 30, 1879, aof
between 13.5 perzens “ané 14 percent, and used, for the pursosze of
his computations, a Sommon egui<cy S0s3, at Seztember 30, 1979, of
11.8 percent.

The Commission ter ‘u-- examination of the zecord in this
case, including the :a:e ef Tarn .es:;mony and the exhibki=zs

relating theretso, is of the op-“_cn that a retusn of 8,.32% on
the fair wvalue rate Dase as approved in :zhis order is just and
reasonable.

The Commissicn, having ccnsidered 4he entire cecord in this
proceaeding and being fully advised in the nremises, is of +the
epinicn and £inds thaz:

(i) Respondent is an Illincis corToraz:ion, en-
gaged in <he generation anc supply &f electric
enexsy and the distrihution and sa’e ¢f nazural
gas in Iilinceis and elsewheres and is a puklic
geilicy wizhin %he mea“;nq of an Act eq:;t-ed

"An Act concerning pubklic utilities”™, as amended;

{2) +the Commiassgicon has jurisdiction over %he Re-
seondent and of 4he subjlect matier herein;

(3) on Julv 28, 1979, Respondent filed with this
Commigssicon Rats Schedule Sheets containing
Tate schedules by which it prupcsed certain
<changes and a general increase in gas Iz:tes
for vazisus classifizations of servic effpe-
tive August 26, 1979; said tarifs f;l;ng was
accompanied by an appropriate supvlemental
stazeament in accordance with the rules 0f the
Commession:

{(4) due notice gf the ‘-l-ng of said Filed Rate
Scheduyle Sheets was given pursuant =5 law and
the mules zf tnis Commission:

(3) on August 22, 1979, the Commission entarsd
an order susvending the effective date of the
Filled Rate Schedule Sheets %o and including
Decamber 23, 197%, and on December 19, 1979,
resuspended said rate schedule sheets to and
ingluding June 23, l98¢, all in aczordance
with the provisions of Sece.ion 36 of the Acsy;

(8) notice cf whe inizial hearing held in =
cause was malled bv =he Secrsszary cf th
mission ts Respondent, the Havc., Coxy =]

] ~pev and Clerkx ¢f zne Mun:cipalities locazed

ym
(43
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‘within Respondent’'s se=rice arsas I1n Illinois
and =5 zuch other persscns O entities as jhown
by the deccket sheets maintained by the SecTetary
of the Commission, all in acrordancs Wwith she
Tules and regulatisns of this Commissicn: ne-
tice of subsequent hearings was maliled 3y the - B -
Secretary of the Comrission o such parties as - - -

ars shoewn by the docket sheets mainctained by

the Commission for puzpeses ¢f this case, all
in aczordance with the ruzles and regulaticns

of 4h.s Commisgiang

statements of fact and sonclusisng reached

in the prefatory gar+« cf this Qrier ares ampl

supported v the evidence of reczri and are - -
hersby adopted as fiadiags of Zfacsz;

methoeds used bv Resovendent o allcoccate property
dedicazed fo the public in Illincis in furmish-
ing gas service £o9 its gusticomers are just and
reascnable and arcs hereby approved Ior purpeses
Qf zhis case:

the gas Taze design as provesed by the Respon- -0
dent is acsepzed for the puzrposes of $his pro- ‘ = -
Ceeding; '

use of a pro forma test year ended Mayvy 31,

19792 based upon actual operating daza is

aporopriaze for ratemaking purgeses in this

case;

in determining the fair rate o rewuzm which
Respcendent should be allowed con the value of
its rate base 3s hareinafier detar=ined, the
Comnission has gonsidered all ¢f zhe evidence
of record, Respendent's capizal stricture at
December 21, 1979 as acd-usted Zcr prooosed
irst guarter of 1980 financiags, and the
rincizals of just and reascnabkle razes for
utilizies and has soncluded what the overall
raze of rasurn of §.22 percent on falr value
Tate base is fair andé rceascnable:

the coriginal cost zats base £or Respondent's
gas operatlions for the %est vear ended May J1,
1579 is $33,867,000; the fair valuye rate base
for Ressendent's gas cperations for Zhe test
year ended May 11, 1875 is $41,3515.000;

Respondent's operating income o7 the test
vear ended May 31, 19879, as adiusted, was
$2,773,000 which is =he amcun%t avallazblas o
Respondent for rezurn under its present rates:

rates which are now i £fect for gas service
furnished zo Illineis cusicmers ¢f Respandent
are inadeguate, unjust and unreascnazle in that
they dec nct prcduce a resascnable rezurn o Re=
spondent on its investment in gas plant used ”
and useful in its Illincis operazions and re-
covery of coperating costs for gas serrice fur-
nished to i<s Illincis custicmers: axiseing rataes
shoyld be permanently canceled and annulled when
rates allowed zz be zZome effective bv vistue

of this Order beccme effective;

it in
in

under ratss proposed 5v Respondent

in thi
pProceeding, annual Illincis operxatin

b

Tevealnues

=14
of 551,817,000 would be generazed and cperating
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exzcenses 9f 548,090,000 incurzed, zesul<ing in
ne+ swezZating income 2f $3,737,000; saii net
oreraxzing incctme would amcuns %2 a sate of re~
cuzzn of 11.00% con Respondent's aoriginal cost
rz=s base as determined in this praoceeding and
a case 2f returm of 8.98% on Respendent's fair
value rate base as datermined in this proceseding;
such reTirn 15 excessive, unfzir and un-eason~
able and the croposed rates are thersfzre, not
in 2ll respec=s just and reascnakble ané sheuld
be permanently zancelled and annulled:
{18) Respondent should be requirsed o £ile new
rariff schedule sheets sontaining rates 4has
will producs an ingryease in rfevenue af §$1,426,000,
including add-on tax (51,398,000, excluding
add-cn tax), and annual one*a:ing revenue fgor
its Illincis gas proper=ies of apprIximasely
$51,252,00C, iancluding add-con & (S50,247,000,
excluding add-on zax)!, wnich will resuls in an-
nual operating incsme Ior its gas cperasticns in
Illinois of 53,454,000; such rates shall in-
coIporate the rate designs propesed Tv Respond-
ent in this praceseding and snall be sroperticnate
:a zhe ilacreases scoughz Dy Resrtondent in ZThis
proceseding; %he allowed annual cperazing incsme
will in turm provide Responient with a zate of
revurn af apgroximazelv 10.20% on Sriginal Cost
Rate Base oI 323,867,000, ané would Iin tu-m pro-
vide Respcondant wish a :ate cs :e:u:n cf approx-
imazely B.32% on &£he Tair Value Razte Base; the
allowed increase in razes would ;.--ease anzual
operating revenues by 2.863%; such amounzs of
cperating income and Teturn are faiz, just and
reasgonable;

{17) Respanden<'s expenses for all wage increasas
put into eflect ar planned %o be put into
effact are in acsord wiss the President's
Ccuncil on Wage and Prices Stabilicy: Restoad-
ent's proposec rate increase and the revenue
increase auvthorized herein arz alsc in come-
pliance with the Council's standards:

(18) any obiecticns and motiocns made in thi
proceeding thas remain undisposed of should
be considered disposed cf in a manner co
sistent wWith the ultimacte conclusions herein
centained.

IT IS TYERETCRE ORDERED v the Illincis Commercse Commission
thas the resuspensian order entered on Decmmber 1%, 1979, be and
the same is hereby, pesmanently cancsiled and se: aside.

IT IS FURTHEZIR ORDERED that the Filed Rate Schedule Sheets
filed in this proceeding on Julv 26, 1979 be, and thev are here-
by, permanently cancelled and annulled at such time as the few
rate schedules hereinafser authorized became elfective for gas
Servics,

IT 15 FURTHEER CRDERED * Icwa-Tllingols Gas and Eleceric
Company be, and i+t is he'ﬂbv ‘;:ec:ed, to file new rate sheets
far izs Illincis gas cperatzions cantaining new rates as described
in Finding (16} hersinabove whizh will enable Respcnden:t to
reasonably obtain gas cperating revenues approved herein, sgaid
new rate sheews £0 hecume elfectilve for service rendersd on and
after the date ©f filing same wish this Commissicn.

IT IS FTURTHER ORDERED that any chbjecticns and moticns made
in this proceeding zhas remain undisposed ¢f be, and the same are
hereby, disposed cof consisten: with the uliimate conolusions
herein conzalined.

o e
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By crder of zhe Commission this 13tk day of June, 1980.

. (SIGNED) MICHAEL V. FASTEN -
Chai=man
(S E AL : '

® |
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ILLINCIS CTMMERCE CTMMISSICN

Iowa-Illinois Gas and Zlectriz Company
: g80-0Zil
Proposed general increase in eleguric :
and gas rates. :

By the Commissizn:

Cn July lI, 1380, Iowa-Illincis Gas and Ileciric Som-
pany (“Respondent”, "Company”™ or "lowa=-Illincis®) £iled 3th
Revised Sheet N¢. 4, J-d Revisecd Sheez Nc. 4.1, £zh Revised
Sheet Ne. 3, 44h Revised Sheez Ne. 6§, 5th Revised Shee< Na.
7, 5th Revised Sheez No. 8, 2né Revised Sheex Nc. B8a, 5t
Revised Shee= No. 9, 2néd Revised Sheet No. 9A, Sth Revisegd
Sheet No. 10, 2z& Revised Sheet No. 10A, 5¢th Revised 3heez
Nc. 11, 4t Revisaed Shee+t Neo. 1lA, Sth Revised Sheez Ne. 132,
S+h Revised Sheez Nc. 13, 410 Revised Shee= Ne. 22, =27 i=
IL1.C.C. No. &8 = Zlege=xig: 3ri Revised Sheez No. 1, 5th Ra-
vigsed Sheet No. &, 3un Revised Sheew No. 8, Stx Revised Sheex
Noe. 5, 5¢th Revised Shee< Nc. 10, 3zh Revised 3hee= Nc. 11,
5¢a Revised Sheet No. L2, 2nd Rewvised 3heet ¥Ne. 134, of it
IZ..C.C. No. 7 = Gas, nersinafzer refersed =o as "Tiled Raze
Schedule Sheets” in wnizh i% procosed a Jeneral incrsase in

electric and gas yates In its Illiznols serrize arsas effpc~
T.ve August 1., 1980C.

Netice o the proposed increase in elacur
rates was posted in Respendent's business siiizes
lished in newsparcers of general cirzulasicn in the Com-
pany's Illinais sezvige azsa, 1o acsordance with tfle re-
quisements ol Sectisn 36 ¢f "An Act concerming public utili-
ties”, as amended, ("Act"] ané =he provisicns of General
Crder 137 ¢ this Commiasicn.

- -
-
-
-—

-

Ixaminazion of the Tiled Rate Schedule EZheets resultad
in a determinazrcon Sy the Commissicn T enter agen heariags
goncerning the propriety and reascnabilsness of the Ccompanv's
existing and proposed =arifis, and that, pending such hea--
ings ané decision therson, zhe prapcsed Tiled Rate Scheduls
Sheets should nct Ne allowed 7z beccme effactive. Crn Aucus:
&, 1380, as corrected on Serzemder 3, 1280, the Commission
ehtared an Qrier suspending the effective date of fne Filled
Rate Scheduls Sheets £z andéd including Decemper B, 198C, and
cr November 19, 1980 resuspended said F.led Razs Schaedule
Sheets £o and iacluding June 8, 1981, in acszrdance with =he

provisions cof Sectisn 36 of the Act.

Pursuant tc notice, as shown by the docket sheess zawn-

tained by the Chief Jlexk cf whis Commissian for pusposes
of this cause, as reguired by law and the rules and regula-
ticns of this Commeossicn, %he inizial hearing was dcheduled
and held in this cause on September 28, 1980, beifcre 2 duly
authorized Hearing Examiner at the cifizes ¢f the Commissicn
in Springfieid, Ill:incis. .Respondent and 5ta2if members sf
the Commission's IZngineering Department, the Essnsmiss and
Races Department and zhe Accounts and Financial Department

cered appearances :T said iniz:ial hearing as well as a=z
subsequent hearincs.
b

On Aaugus+t 7, 198C, the Jezartmens of Defanse &

&
Unized States flled a pet.t.on seexing .eave Lo Lntarvens
in this cause, whiTh pet.tion was granted by Crier cf the
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The wi*uess s=ncluded Shas the conserrative average cogt for
can*- 1 maintenance *zr Respondent was 16.0% and the zapital
at=raction raze f£ar Responcdent was 16.8%. The witness then
urilired a limiced horizon digcounted cash flow appTroach o
calsulate the rats of rezurn for pusvoses of the fair value
rate base. It was the conclusizn of the witness that i=
would be appropriate o use a 12,31 rate cf return on the
fair value rate base at:iributable %2 coumon sgulity.

The second witness tegtifying on behalfl of Respondent
was i3 Vice President-Finance, who also serves as 3 Direcw
eor £f =he Caompany. The Vice PrasiZent zestified in dezail
as %o che financing reguiremenzs 9f Respcndent for the fare-
seeable furture.

After various analysis, this witness zzncluded that, In
his opinison, a reasonabie TetuIn to be earmed would be 16%
on Sommen equity based upon an original ¢©ost Tate base, OT
8.5% on commen equity on a fair value Tate base whaze the
weighting of the trended criginal cus:t depreciated in the
fair value rate hase is at least as great as the weighting
of common eguity in the capiczal stoucsure.

A 8%aff wizness frzm the Acsounts and ?inancial Depars-
ment presented tastimony wizh regazd £z the falr Tate of re-
Turn an an original cost razte base. U:;:;:;“c a ZCT ap-
oroach, the Staff wizness found a o5t of commen equity for
the Company fzr zthe zest vears ended May 31, 1980 cf i7.03%.

tilizing an approach which zonsidered the Teturn on aggre-
gate gutstanding market value, tne 3:zaff witness found a
cos: of common eguity of 14.54% Ior the same test years.
Finally, the Sta%f witness considered the spread aof yields
between ccmmon stocks and AA bonds which indicated a cost of
commen equizy Sovy the CZompany of 15.01% for the test yeax.
Based upen his analyses, the S:taff witness concluded that a
reasanatle range for the cost of commen eguity £or Respon-
dent is from l14.34% tz 17.03%.

Az the hearing on March 24, 1981 2 w.iness Zor the Com-
pany intreoduced Respondent’'s TxhAibits 102 and 108 which show
the Company's cagizalizat:cn at December 31, 1980, adiuszed
for first quarter 1981 financings. No pactv to the praoceed-
ings had any ob’ections to the inclusion ¢f =his evidence in
the record.

The Commission 1s of the opinion that such capiszal
StTucture, as Lthe moest currant, i1s reasonatle and will be
adopred for the purposes af this procesding. The componensts
are as focllows:

Compcsit
Cost of Cost of
Description (5000) Razio Capizal Capital
{1} {2) {3) t4) (5}
Long-term debsz $313,418 48. 3y g8.38% 4.05%
Preferred stock 20,000 3.1 5.98 .19
Preference stock 831,224 12.8 10.54 1.35%
Total lcng-term dekct
and preferred and
preference s:tiock $418,642 64,2 S.5581%
Common egusty 21,884 3z.8 14.67 5.25%
Total Capizalizazian Se4R.524 10C.0% 10.84¢%

Alzer having consicdered all of the evidence perczaining
To rate of rezurn the Commission is of she cpinieon thas
reasonable and agorocriate razes of - = *

he Cempany
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If the Rate Schedule Sheets f£iled by Respondent orn July
1, 1380 were incorporated inzo the tariff applicable o
Illinois customers, the pro forma test year operating re-
sulzs would be as follows:

Illinois Ooeraticns
{5000 omitsed)

b aBE

Illinois Tllinois
Eleceric Gas Compined
Coerations Operaticns Ooerations

Operating Revenues $ 78,329 $ 60,628 5138,957
Cperating Expenses 59,44% 56,654 116,103
Cperating lIncome 3 12,360 3 3,374 322,854
Less: Non-jurisdiztional 899 - 899
Jurisdictional Operating Income 3 17.981 5 3,974 3 2L,955

Surisdictional operating electric income of 517,981,000
and 4as operating income of $3,974,00C¢ and a2 combined cpe-
razing income of $21,955,000 would result in the fcllowing
overall zates of return on the respective original cost and

fair value rate bases approved herein:

Illinwis Coera=ions
Pro Forma Provosed Rases
Tegt Year Encded &av 31, 1980

Rezurn On Returm On

Description Tiginal Zlast Fair Value
Illincis Electric Qperations 10.%1% g.84%
Illinois Gas Qperations 10,672 g2.84%
Combined Qperations 10.87% 8.84)

RATE OF RETURN

Respondent presentad the testimony of two wiznesses
rfelastive te the rate cof return whigh 14 should be allowed
the opportuniziy to =arn on the used and uselul propers
allocated and dedicated to providing elecgtric and gas ser~
vice To its Illinois customers.

A professor of finance from the University of Iowa,
College of Business Administration, testified on behalf ¢f
Respondent. The witness reviewed the general impact of
inflaticn on the financial markets: the rising riskiness in
the returns on securizies and procjections ef economic vari-
ablea; the relationships between book value per share,
market price and interest rates; the sxtent %z which public
viilisies must draw upon the capital marsket for funds needed
tz fulZfill their obligations; and the differences between
business riak and financial ri.sk. The witness then utilized
five different approaches to determine the cost of commen
equity ¢cmponent of the overall rate of return for the Re-
spondnet. The five approaches were {1]) limized horizon DCT:
(3} standazd DCT; (3) standard DCT plus allowance for a
change in P/T racic: (4) a uzilizy pond rage plus market-
visk allowance; and (5) maintenance of times-interest-
earned, after-tax level. Utilizing these five approaches,

the witness established ranges of commen eguity cost as
foellows:

]

1. 15.34 - lg.92
2. 1.8 - 1.1
3. li.00 - 21.00
4. 12.82 - lg.97
5. 15.11 - 5.9l
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(9) use cf a pro forma test year ended Mav 31, 1980
basec upon actual gperating data is appropriate
. for ratemaking surposes in this case;

{10) the original cost zaze base £zr Respondent's jur-
isdiztional slectric cperations for the test years
ended May 31, 1980 is 5164,749,000; the fair value
rate base f5r Respondent’'s jurisdiceicnal electric
cperazizcns f£ar %he test vear ended May 31, 1%B80 1is
$203,493,000;

(11) =he cr;g;.a_ cast Tate base for Respondent’s gas
operations for the test vear snded May 31, 1980 is
$37 2.4,000; the fai- wvalue Tate base £or Re-
spcnden:'s gas cperations for the test year ended
May 31, 1980 is 5$44,952,000; -

(12! Respondent's 3urisdictional elec+eric cpera<ing in-
come for the :es: yea. ended May 31, 1980, as
adjustad, was $.C,334,000; Respondent's gas ape-
Tating income f:. the tes:t year ended May 31,
1980, as adius=ed, was 53,184,000: Respondenz's
comiined jurisdiztiicnal operazing income for the
test year ended May ll1, 1980, as adjusted was
513,718,000, which is the amcunt available ==z
Respondent £sr return under its present rates:

{13) rateas which are now in effect for electric sersvice
furnished £z the Illinois custromers of Respondent
are inacdeguate, unjust andéd unreasonakle in that
they do net prazduce a reascnable return to Respon-
dent on izs investment in electric plant used and
useiul in its Illinols ooe aticns and recovery of
operating costs 2f electrls service furnished to
ivts Illinois customers; existing rates whict
resuls in such unjust and unreasonable operations
are not in all raspects just and reascnable and
should be permanently cancelled and annulled when
razes allowed tz become effective bv virtue of
this Order become ellective:

(14) <zazes whizh
furnished =2
ares 1nadegua

fect for gas service
is customers of Respondent
< anéd unreasonatle in thac
they do no: p reasonable return to Re-
spandent con I iavestment in gas plant used and
usefyl in its Illinois operations and recovery aof
operazing casts for gas service furnished £ its
Illinois customers: exilsting rates whizh resuls in
such unjuss and unseascnacle overations are not in
all respects just and reascnable and should bhe
permanenzly cancalled and annulled when rates
allowed o become sffective by virzue of thi:
QOrder becume effective;

ts jur-

15 woyuld
w 1% on the
4,749,000 and an
i on the failr value

(15} rates rrzposed her
sidictional elecsr L
produce an overall b4
crigznal cost raze base of §
overall raze of rezurn on §.
rate base of S202,4%3,000;

{l6) raves prsposed nherein by Respondent for its gas
operations in Illinois would procduce an overall
£

-

base ¢f $27,233,000 and an overall rate of resurn
of 28.841 on zhe fair value Taze base of
$44,952,000;

. rate of rezurn of 10.§7% on the criginal cost rase




(2}

(3

{4

(3)

{8}

(7}

(8]

should be authorized on
on electric and 8.34% on gas.
cosSt rate base of 10.84%t resul<ss in a
common equity.
to by staff,

80-03%1

i=s fair value rate bases are 8.31%
He above ZeturT on sriginal
recumn of 14.87% on

is within the range as testified

This recurm

The Ccrmisgion, having considered the entire record and

being fully adviased in +he premises, is of the opinion and
finds thaz:
(1) Respcndent is an Tllinois corpeoration, engagec in

zhe generation and supply ¢f electsic energy and
the distribution and sale of natural gas in ;“;-
neis and elsewhere and is 2 public uzility within
the meaning of an Act entitled, "An Act <¢eoncerning
public usilicieg®, as amended;

the Commission has jur*sdi:tion cver the Respon-
dent ané of the suhject mazier harein;
on July 11, 1980, Respondenz filed with &his Com-
mission Rate Schedule Sheets zontaining rate :
schedules by which it proposed certain changes and
4 general increase in electriz and gas rates fcor
various classifications of serviz afiactive
Augus= 11, 1980; said zariff filing was accom-
panied by an approDriate suzplemental statement in
aczerdance with «he rules of the Commission;

due notice of the filinc of said FTiled Rate
Schedule Sheezs was given pu-suant tc law and
rules of the CTcmmiasisns

the

on August 6, 1980, the Commission entered an orderx
suspending the effective daze of the Filed Raze
Schedule Shee=s £o and including December 8, 1980,
and on Novembper 19, 1980, resuspended said Rate
Schedule Shee<s %o ané including June 8, 1%81, all
in accordance wish the provisions of Sectzion 36 of
the Acz;

~
@

@

notice of the initial hearing held in =his cause
was mailed by the Thief Clerk of zhe Commission %o
Respondenz, the Mayor, City Atiorney and "e'k of
the municipalities located within Respcﬂden
service areas in Illinois and =o such other pe:-
30Ns oI entities as are shown by the docket sheets
maintained bv the Zhief Clezx cf the Commission,

1l in accorzancge with the rules and regulations
of this Commission; nctice of subsequent heasing
was ma.led by the Chief Clezk of the Commigsion to
SucCh pacties as are shown by the docket sheers
maintained by the Commission for purposes of zhis
case, all in agcordance with the rules and regu-
laticons of this Commission:

sStatements of face and cenclusions reached in the
prefazory part of shis Order are amply supported
by the evidence of recczd and are hereby adcpted
as findings of facse:

methods used by Respondent %2 alloca:: property
dedicated ¢z the punlic in Illineis in furnishing
elactsiz and gas service to its customers are just
and reasonable and are hereby approved for pur-
POses cof this case:




rProved herein,
service rendered
this Commission.

IT IS5 TURTHER QORDERED

schedule sheets,

new gas Rate Schedule Sheets werse filed, be,

said new
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rate Sheet
on and afzer

to become glfective fSgor
the daze 0f £iling same wish

that the existing gas ras
for those service classificat:ions fc- whic
and the same

are hereby, permanently cance.lesd ané annulled, effective on

-
whi

the datce aof s

QOrder.

IT IS FURTHER ORDERED that Responden:t be, and it i
hezrepy, direcz=ad to £ile new Tate sheets for i<s Illinc:is
eleczric gperations €ontaining new rates confsrming Tt The

applicable prov:s

spendent tc resascnakly obtain electric

approved herezn,

for servica rendered on and afss
Commission.

-
T

ith .5

IT FTURT
ereby, rected
CuﬂﬁiSSlDﬂ szaff
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shall
3L,

b
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=4

198..

-
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hereby,

covering
afzer <he
[1B) o©f th:

- mhaam

auth
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:-1.1

-

£l

s
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herebdy,
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(20) ©f gha
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to Raze 53,
£ile such a
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rized and doracsed
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the same arce2 hersebv,

ilons 0f this Orier which will enable Re-

perating ravenues
=0 become effesciive
& J.?q g same
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s2id new rats sheets
r the daze of

-

that Iowa-Illincis Dbe,
in conjuncticn and socperation
3 mancatary time-ci-dav electr:i

Large Indus=trial CuysTomers, and
the Commiss:izn on of before July

<a,
, design

-

-

rate W
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Illincis be,
£ile new =ariff

&
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coridance w

and is
shee=s
ned on and
izh Finding

piEre )
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Tates

elaec

sf said
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file new =ar>fZ sheess
hed on and after

nce wizh Fiading

that Iowa- is
directed to
gas serviie

rateas acgora
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page

said
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thai the exi1sting electiriic rate
service classif:cazions for which
sheets are %o be grepared and
pesmanen=ly cancelled

for shose

ané annulled, effective at such Tome as the new electrics
rate schedule sheets are allowed o beccme effective by
iTtue of ehis Crier.

IT IS FURTHER QRDEREZD that lowa-Ill:nois be, and it is
hereby, authorized and directed 5 effsct a change in its
Fuel Cos:t Ad,us_men: Ruder No. 2 1n accordance wWith Finding
2~ ©f %h.s Crder.

IT IS5 FURTHER ORDERED that any ob-ecticns and meticons
made in sh:is proceeding that remain undisposed of be, and

the same ars her
mate conclusicns

-~

eby, disposed cf consistent with the ulti-
herein conzained. .
the Commission this 3rd dav cf June, 1981,
{SISNED) ICHAZL V. HASTI
Cha.rman
Commissioner Stalon dlssents, 1h pars:
a dissenting opiticn will be f:iled.
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{17} in determining zhe fair rate of recurn which
Respondent should be allcwed on the value af its
rate base as herein determined, the Ccmmission has
considered all of the evidence of record, Respon-
dent's capital struciure at December 31, 1980 as
adiusted for financing in the fizst guarter of
198., and the principles of just and reasonable
rates for utilities, and has concluded thaz the
rates of return of 8.%i% and 3.84% on the slectric
and gas fair value rate bases, respectively, of
Respondent are fair and reascnablie;

(18) the rate structure fo- electsic service proposed
herein by Respondent for its slectric cperations
in Illinois and Electric Rates 22, 41 and 42, as
revised by staff, should be adcpted with the fol-
lowing excepticons: ’

the difference between the propcosed eleciriz rates
and zthe razes authorized by tals order should be
epzained f£zom an across-the-board reduction of <he
proposed rates except that the gustomer charge

for Residential Rates 9, 10 and 5 sheuld remain

at the proposed level;

{19) Iowa-Illincis should, in coniuncsicn and ccocopera-
tian with the Commission staff, design a mandatory
time~of-day rate applicable %c large industrial
customers on Rate 31 and should submis such a rate
to the Commissicn on or bpefore July 31, 198L;

(20) the rate structure preposed by stafd for gas
should he adopted:

(21) the Respondent should oe required to roll iaze
base -ates 4 mills {(.4¢) per kilowas: nour af
present Fuel Adjustmen:t Clause Tevenues by ef-
fecting a change in its present Fuel Cost Adjuszt-
ment Rider No. 2 so that the fourth step of the
calculazion of its kilowazt hour adjustment which
now reads:

*4. The base cost in cents per million BTU
far any month shall be 0.3 divided by the
producs of the hea: rate facior mulsiplied by
the ratio of fossil-fuel generation to total
generaz:on as determined in 'l' above, plus
26.5°,

shall be changed tc read:

"4. The hase ©ost in cents per million BTV
for any month shall be 0.7 divided by the
product of the hea: raze fac:or multiplied by
the raztio of fossii-fuel generaticon %o total
generaticn as detesmined in '1° above, plus
26.57;

(22} any objecz.ons and mect:ions made in this proceeding
that rema:n und:sposed of gheuld be considered
disposed of 1n a4 manner sonsistent wich the ulsi~
mate Zonclusions hesein contained,

IT IS THEREFORE ORDERED that Respondent be, and it &
heraby, directed to file new rate sheets for izs Illinois
§4s operatlons containing new rates canfzrming %o the ap-
Plicable provisions of this Order which will enahle Re-
spondent to reascnably obtain gas cperating revenues ap-

s

[N ]
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IZLTNCIS COMMERACE CIMMISSION

ZOWA-IZIINCIS GAS AND ZZCTRIC JOMTANY :

Pronosed ge:e_a incraase Ln alsgTsic :
and nazural gas Tates. . :

Ro ER

———

9]

By the Commission:

Cn Jctorber 2, 198;, Zowa=Illincis Gas and ZlectTic . Com-
Pany L‘,cwa-a_--uc-s *Comeany® or *ResDondent®), Iiled l:s
S¢n Revised Sheez No. l, 72> Revised Sheex No. 4, 5<n Revised
Shees No. 4., 8=h Revised Sheer Nc, I, 2zé Revised Shee+ Nc. BA,
2né Revised Sheet Nc. 5B, 6th Revised Skeet Nc. 6, 7ih Revised
Shee= No. 7, 7+~ Revisad Sheexs Ne. 8, 7422 Revised Sheet Nc, 9,
722 Revised Sheez No. 10, 7=2 Revised Shee+« Nc., ll, 82 Revised
Sheax Nc. lla, 7=n Revised Sheet No. 12, 7~ Revised Shes= Nc.
13, 6%n Revised Sheez No. 22, 4% Revised Shees No. 22, eI
Ill. C.C. Ne. § = Zlagtzic and Sz Revised Sheez Ne, 1, 2nd
Revised Sheez No. 2, 7=h Revisad 5Sheez No. &, 6= Ievised Sheez
Ne. 7, 72h Revised Sheet No. §, 7= Revised Sheet Ne. 10, 753
Revised Sheexz Nc. 1ll, 7¢h Revisec 3heet Nc. 12, 2né Revised
Shee= No., 13, 4=h Revised Shees No. 134 ¢f I2.. C.2. Ne. 7 -
Gas, hersinafsar refarzmé =5 as "FTiled Rz<e Schedula Sheezs”™
ir whizsh it proposed a general lncTease in alestriic and na:u:al
gas zazas ip its Tllingcis service aseas e2ffective Novemper 2,
133l

Nozice cf the precposed increase in electsic a_d gas zazes
was pos=tad in Respondent's busizess offices and punl ished in
newspapers of general cizsulation iz the Company's Illincis
se-vice area, in acsgriance w-_h whe recuiremernts Qf Secticn
38 of "An Act concerning public uTillities®, as amenced, {("Acz")

v - =

and <he provisions of General CQrder 157 of shis Commissicon.

In #his proceeding, Restendent Ras complied wizh the
Standard Tiling Reguivements for elecwois and gas usillsies
sez forsh in the Czomiss-icn's General Criex 210.

An examina:icn cf the Tiled Rate Schedunle Sheets Tesulted
in 2 determination by the Commission 2 enter upen heazing
ESheerning the p:c;:;e:y anc reasanactlieness of fhe “:cpcsed
general incrsase in alectTic and zas rases, andéd zhat, pending
hearings and decisilon therson, the proposec Filsd Ratez Schedule
Sheets should nct be allowed %o become elfactive. On CJctcber
28, 1981, the (Commission enterxed an Order suspending _ne

£facz 7e dazte cf the Filed Rata Schedule Sheets t= and includ-
ing Mar=h 1, 1982, and on Fefruaxy l7, 1381, resuspended said
Filed Rate Schedule Sheets =5 and ineluding Septemoer 1, 1982

Pecitions zc In%ervene in this proceeding were filed bv
Clarence A. Dawrow, poc se, on Decezber 7, 1981: by the Astoraey
General of the State cf Illincis (“Atigrnev Generx al®) on be-

lf ¢f the Pemcple c©f the Stasze c¢f Illingls on December l;,
198., and by the Department cf Defense cf zhe United Scaze
["Cepariment of Defense™) cn Decemper 14, 198.. <These
Petizions to Intervene wers granted by the Commissicn.

Pursuant £0 actice as rsqguirec Dy law and the rules and
regulations of thi:z Cozxmissizcn, hearizngs were ne’d in this
cause before a duly autherised Hearing Ixaminer of the Com-
mission at it gfifiizes in Springfleld, Illincis on December
1., 1%81 and fepruary 8-10, Maszh 15, May 1I-14 ané June 22-23,
1382, Responcens and members 9f the Ingineering Depar—men:,
Ezccnomics and Rases Decartment and Acssunss ané Financa
Deparmment gf <he Publoc Util:izies Division af the Cormission
("Stafi”) enzersd appearances at the RKeasiags in cThis mattar.

The AIforney General and the Jeparwsent cf Defsnse wers




r:::ase'--d arnd ac=ively parzizipated as Inte-vencTs in the

rocmedings. AT the zonclusion ¢f the hearing on Jume 213,
1982, the recard was mazked "Heard and Taken," I=misial
briaZs weze filed by Respondent, tRe JActorney Genezal and
the Decar=ent 3% Defanse. Recly bxiefs weze Illed v
Respcnc.e.... ang tne Astormey General,

mhe avidentiary reccrd conitaizs a dezaliled analysis of
Resgondent's protected oterasions Ior the forecasted test vear
anded June 10, 1382, including the fair value acd crisinal
cost of Respondeant's plant 1= seITice togeiler with assoclated
accTued depreciazion arrlicakble <o the dectermizacicn of Respen-
denz's -acte base, a=d zhe cost of mcrev and sther tzers
relating %> the apr-opriate zate ¢f racusn for Respondentc.

HNATTRE CF RESPCONCENT 'S OPTRATICN

Respondent is engaced Iz tRe Dusiness of generating,
transmitzing and selling electylc energy and digzmibuting and
selling natuzal gas. ZIZlec=ric energy is digtzibuted in the
menicipalisies of Roek Island, Mcllne and fast Meline, IZlincis
ané in Davenpcrt azéd Sestenderi, Iowa [(kzown as the Juad-
Chnsru}**%n:&ﬂawzwauq.mu and in cer<ain
adsacent ccmmun;:;es and susToundizg aTeas. Nazuzal gas is
digtribuzed in <he aforementisned communities ané in Cacdar
Rapids and Ottumwa, Iowa, amd ceriail other municipalitlies,

™e tozal electTic servige area 07 Restondent includes

approximazaly 1,259 squase miles with a populasicn of 410,024¢C.
The gas serviIses area as a population of atour 53C,000. ut
39% of =he Comzanv's eslectziz revenue and 27V 0f its gas ctevenue
for 1980 were de-'~ d frecm Illinois operations, the remainder
f=om Iowa operazizns, Por 1980, 458% of grouss operating revenues

re decived frcm electTic cpezrazicns and 54% fzom gas opera-
tions. AT December 31, 1380, about 3131 of che Company's pro-
perty account (statad at cost) representad electIis property,
17% gas propesty and 2% somnon pIoperTy.

Respondent serves about 173,000 elect-ic customers, 67,000
or 39% of whem a=e Located in Illincis ané 106,000 or 613 of
whom are locazed ix Iowa.- Gas custsmers tot2l about 221,000,
many cf whom are also electric custsaers. About 64,000 ox 29%
of Respondent's gas customers are located in Illincis and
157,000 oz 7il% in Iowa.

PRCPCSIZ CHEANGES 1IN RATT SCEE2C=

lectTcic Raze Schedules

Rescendent's proposed electTic rate schedules would
generats an estimazed $§15,70C,000 (20.33) of addizicnal elec~
oric annual operating reveaue based upcn projec=ed sales for
the l2-months ezded June, 1383. Excluding the 2% state add-on
gross recelipTs tax, the increase would amount o approximately

~5,400,00Q.

The rate stracturs changes proposed by Respondent in
irs Filed Electric Rate Schedule Sheets were relatively minos.
The princisal changes were made in the residenzial razes.
Respcendent przposed that Rase §, the space heating rate, be
combined intos Ra<ze 10, _he regular rsgidenzial rate, Reszon-
dent also proposed that the space leating rider ne longer De
available =0 zesideztial custocmers o be Sonsistent with the
elizminasion ¢f the special end-use residential razes, In
additicon, sumnper -u**:e* di ffe*e“:;a-s were proposed to be
increased £or beza residenzial za2s 9 andéd 10. An coptional

[ &)
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prosected growsh in demand over a teriad
gowimal reserve level for an electsis unl
exam:ned cver a perisd of vears.

In addizicn, %he evidence in the vecsrd establishes
that Resvendent's decisions in aéi;;g ceneratiag CAbaC°“v
were based upen selectiag the altestative which, comsi de:-ng
the girgumatancas at tne side of The cdecision, imposed the

least long-ruzn 2osts op 1tS custImass.  The evidance
egtablishes thazt Respondent has ac:;?e;y pussued =he
marketing af 1ts available power and TacLTy once its 1980

load Zgcrecas:t izdicaxed it was avallabls. Respondent pra-
sentad =estimeonv thast it Mas contac:ed lts zelgzhboris
wilieies in Illinmis o discover possiltle pastigipa=nts

in available capacisty,

The racsrd izdicates that Respondent 1as attempted
o izmprove its load ‘arecas-'“g Jechodologies. Reswcndeu-
decided not To utilize its least sguares model in -c'ecas:;ng
1982 peak demand after trhat model Zalled Iz rellect changin
conditisns in Rastozndent's servige sarTiTzIv.

The acdcption of the proposal of the ATtsrmey General's
wizness c¢ould engourage Respozndent To select capagisty
addizicon alzerrmatives which do ne= minizize Tavenue reguire-
ments and 23ST S0 customess, LI Hespondent were Teguired
%0 maintain a reserve level at all tiTes teTwesen .5% and
25%, Respondent would have ar ingentive o acu capagiTy in
small incramencs To 2eet 1TSS annual load gTowih, -c-ec:;nc
the lower installed costs per KW of lazger unists. Respondent
presented tTastizmgzny wnat zhe Cztuzwa Gener =ing Station
ingtalled cost was $330 per AW and that the loulisa Generating
Szation's installed cast is estimated = be 5308 per XKW,

A witness For Respondent testified that <whe 130 MW unis ne_ng
imstalled v the Cizy of Muscacine, Icwa had prosectad uni
construction costs 30% to 353 Righer than the projected uni:
constuction 203t for whe 630 MW Louisa Uni:.

IZ Respcndent is sucsessiul in selling pavticipacien in
the Loulisa Generazing Szation o gther utilizies, izs Zuzuve
cagerve margias will deczease. The Atitorney General's
witness exam:ned Respondent's Teserve margin with the Louisa
Generasioz Staticn in~-gservice; 15 is izgortant 4c acte thas
this grier does ast allow any of aeSTC“cen:'s investment in
the Louisa Generzting Stazicon in zate base.

The Commissicn is concerned with the lcad forecast ng
abjlities anc reserve marvzins o©f Illincis unilities. The
Commisgicrn has besn c:am.u.c-"'g an inves=izazion in Dockes
He. 76-05453 cf =he load fcrecasting me::cda;cg_es uzilized by
Illiinecis uzilicies and has propesed, as General Order 215,
Miles which wou“ regiire Illincls utillities o regularly re-
pert to the Commission regazding «heir locad forecasting effores,
In and*°*“1, the Commission has been investizazing, in Dockes
No. 79-0070, apgroprirate lavels of resezwves Zor maior Illinois
elecseric generating uizilicies, including Resucrceu.. The
Commission will continue igs effzrss o investigate the load

forecasting elforts and resesve :a:;;:s cf Illinpis umilizies,
currentiv underway in Tocket Nos. 76=-0362 and 7%-0070.

RATT CF RETURN

Resceondent presenzed the %sstimony of Twe witnesses
Telazive =5 tie raze cf rewurn whizh it shoulld be a;lcwed
the ogpc:::n"v =S easn on the used and eil FIcperty
allocated and dedizzted o providing elecwzic ansd gas service
te i=s Iilinels cusismers.




Cne wisness Zzr Restexdent, a Pirst Vice President and
Dexber gf zhe 3gari 2f Dirvectors ©f Paizne Webdber Miczhell
Husznlizs, Inc,, measuzed tRe cost of commorn egulisy capisa
23r Rescendent by considering three tests -~ Tisk ;:emizms,
discounted zsash flow, a=d fizmamecial intac=icy, Iz adminis-
taring %"he Zhree Tests, the wistness c*ns:'.de.ed Rescondent's
conssructicn program; iws financial eg-'-v leve. and recent
financing exceriences; its ==m;e:i:::s for inveswTmen=t capital;
economizs eonZitions and imvestor aszitudes: and the gritesia
eszabl:shed in the Hzope Nazural Gas {ompanvy and Fluefield
Watervorks Supreme JJurT Deci3lons, WLIZ Iegpect w0 215 Tisk
Pramiuxz tess, She witiess soncluded fhat the reguired rezusn
on Respendent's CONmON STOCK wculd be 18.2%, befgze adjusting
for issuance c3sts. Saiid zonclusion was basad cn the sost

£ lowesz risk long-term zagizal (U.5. govermmen: bends) and
his daterminasion af the diffe-ence in Tisk he:wee“ govesTmant
bonds and Res:cn:en:'s sommen s$tsek. With respect o hls
discount eé zagh flow (*DCT"] test, the witzess fgouzd thast
sustainanle g—~w—“ compenent for Respondent would De §.1%,
He <hen czalzuiazed a *ecn;-ed return cn Restonde=t's <ommon
egquity cf 13.4%. His thizi test considered whnesher a
Tea.lzed resturn of 13% o 18.5% would be suffizcient o
enable Respondent =T ackl Leve a sa**s-ac.z—" level @f fiaamcial
integzicy, He concluded =mat if Respondent aczually zeallzed

an 18% rewurn on izs 2=z T equity “;-a.. iz would zome
close =z achliavipng a satisfactmorv level of financial integeisy,
He sestified whas financial *--eg:i is the zonciticon where

Respondent (1) gezerz=zes cash flow £O constTucsion sSf az
least 50%; (2) mainva_=s .s douzie A bond saszizng: (3) sells
New commen sSTtocK at least at beok value; (4] possesses
adeguaze Ifinmancial s::eng:: and fizmancial flexililizv, or a
common eguizy ratic of at least 40%; (3) earms a fair rewusm
of good qualizy on izvested caplital wiich enasisesg it =2
attract capital at reascratle CSSTS and support e otler
finanezal integrizy cxitaria and (6} achieves a sazisZaczory
level of fizmancial integricy so %hat razes and Tszurms arce
fair oo iss customers and investors.

The Arzzommeyv General criticizad =he afzresaid w‘-ﬁess'

Tisk premium testT, s:-.:.;:'g zfat it is5 based on the curTently
anal-d assrrTicn toat commen eguity is mars --skv =han debt
and the rate o rezutn for eguisy 3UsST De proporsicnally higher
than the iaserast Tate on bonds. The Assarney General also
Titicized The wizness' use ¢f daza for industrial companias
in his DCT tes:, The A::::nev General alleged fhat the record
in this case indicates tha: Respondent's Zizaacial insegrizy
is sufficient and L::--vi:g. ’

The second witness sestifving on behalf of Restondent was

it3 Vice President-Tinance, The wizness .es:._-ed in
decail as %o zhe financing Tequirements ol Respendent Zor
the foreseeanle fuzuza, The witnass decermined that if Respon-

dent acsually earned a -azte 32 rezuzn of 18% on common
eguicy, i3 would be a:le to finance needed constzuiction for
the Igraseeable futuve and satisfy customes recuirexenss in
an ecsnomical manner. He reached his rate of retur: recommend-
ation by u:;l;:;ng a methed which adjusts the Dogk comhan
ity for inflaszicn pczurTing since 1942 and apolving =o it

a zate of return derived from a pure interest Zactizr and

investment risk with no inflatigrazv allowance. He teszified
:ha: Respondent's dividend yield as cf June 22, 1331 Zer
Respondent's cosmson stock was 12.8% and shat a sustainable
dividend growzh raze fzr Respondent was 6%, resulizing in
rate of rezurm gn comen eduity under a DCT me:theod Df 18.,6%,
befsze adiusting fzr issuance costs. However, he testified
that 12 Respondent can earm a rezurn ¢f 16.1% on common
eguizy, it can lncrease its dividend 61 amnually wizhout ever
increasing its d:v.dend pavout razio, unless it experiences
substantial sales of commen siock below ook value whizh he
does not foreses,
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A Stafsf wiztness testified tilat an adecuacs retizhm on

Respendesnt's sommen eguily would be in whe range of 15,273

o LT.-.%. He dezarmined thar wh spread between vields
on distryibuted AA rated utiliecy bonds and vields on electsic
til;:v commen stscks is 1.08%, He then de-srmized tha+
Respcndent's distzituzad An Doods were, at cthe Time of his
sestimony, vielding 12,659% on the averace, Ee added <he
15.43% o <he 1.08% spread T azTive at a cost =f common ecuisy
for Respendent of 15.77%., E2is 16.27% =¢ 17 .217% mange ezcom-
passes the 13.77% Iigure. His zalzsul ::a:s weIe Zased on
data reporstaed Dv Moody's, On cress-exam-na<iso, it was
eszasliighed that tie Staff withess 2ad useﬂ stet daza for the
fi1rst week cf Ma-zih, 1982 iz ca..'*"“a:..::g is recccmended zate
af rerwurn and =hnat spet yields on utillty bonds fluctuate

the Az=cormev General uzilized two methods
I rate oI ZeTum on Respondent’'s commen
vs5is and the capitzal asset prigine model

a
('CAP&'}. 2 sziilad -:a* the DT =metnod axpresses the
curTent £o0s5T 0f esculty €apiial as Ihe sux of ex;ec:ed gdividend
vields plus expected 3 ow_n ¢l earnings, In nis OCF analysis,
he utilized daca fzr the 5&P 22 ":;l;:;es He dezarmined

that Respcndent' :;sk was compaTrat.e Io tle risk of the
averace gompany in the 5&® 22, Eis ICT analysis resulted in
a 13.5% £z 18.,3% zost 0f eguicTy mange I Res-c“ce“_.

The witness testifled that the ZAPM gtazas thart the
cost of eguicy dertends upan a2 stock's gcanszibuzicon to the
Tisk ©f a well-diversilied portiolic. Undexr CAPM sheor,
the exvected retusm for a pasticular securisy is ecual to
the Tetuwn o¢ a Tisk-free asse:t DluUS a3 risk prexmium based on
beta. The hetz measuzes the nondiversifiztle risk asscociaxed
with a secusizty. 12 the beta is Delow 1.3, the secuzity is
perseived by investors as belng less risky than an aveTage
security. He dezermined that Qesacn:en:'s bewa was .6,
Using zhe CAPM aprroach, he calculazed 2 szst of gommen

-

eguity £or Respendent in a range of 13.1% =z 15.7%.

On rebezz=al, a witness for Resteondens sriticzized the
CAPM theory, stacing that 1T 15 not wilelv used by angs:s:s
and is nct a useZ > =sel for dezer=ining the ma_{e-‘s pex
ception of the cost of common egulty faz Resseondeanz. He also
tesrified =nat the rigk-frae rize 2f re=u—n ansd wne beta
:;l__ec bv the Aztozney Gezeral's witness in his CAPM for
Respcndent were bein too low., He stated thas the Atzorney
General's wizness failed %o ad-ust Hestenfent's eost of
cpmmen eguity for ket pressure and issuance sost3. He also

eriticized o TIoIney Ganeral wiiness' use of average
dividend yield ang growth rates £or the Sa? 22 unilizies ia
his BCT analvsis. He stated that said fogurss zeflect industsy

averages anc 2c nct reflect Respendent's specific dividend
yields an- growsh zats.

In dezer=izing the cost of ¢ommen eguisy, it is apparent
thas %hece ace a nuzber of diffscen: gerzacihes that can bhe
usec. The Commission's declislon on tnis issue Dust be based
upen reascn ed judgment, In reachiling i: decisicn in this

teer, the Commission has considersd the methods utilized by
the ;:neeses in t=is prseeeding =S ie::”:;“e a fair razse of
Teturn cn Restondenti's coomen egulity, Respondent's financial
concélTion. con --u::;an prograzm, in:e:es: toverages, and
cash flow and all the evidence in e recssd, and is gf +the
QpiniQn wna: Restco "den- should be autherized to ears a re-
turn on comman ecusty of 14.00%,

Responcent troposed that its estizated average ¢apitalizraa
tion for mne LI menths ended Junme 30, 19282 be umil:zed as i=
capital sIructure Ln this proceeding, Neither $taff wicnesses
nor Intervenors cojected o said caplial structure oz to the
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esst of Rescendent's long-term deZt, prefarzzed stock and

prafarensce stock as determined S5¥ Respcncenz. Respondent's

proposed capital sTTucsure is atEr Triate, With the cgst of

commen eguity of 15.00%, Rescorndent's Sapizal st-uctire and

cost of capital arproved neraiz 15 as follows: .

ICWA-IILINGTIS GaS AND ZDICTRIC COMPANY
Cacieca’iza<ion and Spst ¢f Caci=al
Tseimasasd Averace Twe.Ve HMontos Incded Junme 30, 19821

Amouns Y¥eightad
(sogQC: i Czse Cass

Long=-tera debt $368,990 48 .29% 9.36% 4.52%
Preferzed and

Preference

srack 10L,064 12,3 9.83 1.3
Cormen eguity 277,083 7 .08 i6.0¢ g.83
TCTAL §547,.07 l0C.3Ccy o .B6%

The aushcrized. rezurz ¢f. 15.00% on eguity will provide
a retush on origizal eoost rate base, under e zagizal
structure herein approved, of 11.36%.

T™he Commissicn is further ol the gginion that the faiz
raze of retutn that Respendent should be avtiierized to eastn
on fair value zase base Is 2.11% fc: elmacTTis anmd $.11% foxr
gas. These razes gf recuzm woulld frovide c:e:a-.:'.-xg inccme
of §1%,251,5%0¢ Zorx e-ec“"‘ sexvize and $4,299,12C for gas.
To earn this incsmpe will Teculire additions @ ¢cperating
revenues, including sevenue taxes, @f $8,5C01,3540 fox electric
and $2,450,070 Zor gas. The rate increases shal. be in
aczordanca with +he raze design arproved Ln this arder.

The Commission, havizg examined the proposed rz2te ingreasaes .
and naviag cansidezred all the evidence inczoduced L whl To-
ceeding, and being fully advised in the gremises, £l

{2} Respendent is an Illinois carperaczisn,
engacged iz the generaticn azd distsibution of
electris energy anc the digteibusion and
sale cf nazural gas =o the public in Illingis
and elsewhers and is a public wtility withiz
the meaning ¢ az Acs enzizled, "An AcT
cancerming public ugtilicies®, as amended;

{2} +the Commission has jurisdicaion over the
Respendens and ¢ che subject matter hersin;

{3} the recitals of Zac: and conclusions reached
in «he prefasory. pc:::.or. £ this Crier ace
supporzed hy evi ce @f record, and ace
herenvy adopted as .‘.:'.nd‘_ngs of face:

(4) the %=Zesz vear for the determination of
the razes herein found == be just and
reasonazle shoulsi ne zhe 12 months ended
June 30, 1983: sucx tes: vear is aporo-
Priate for purposes ol zhis proceedling:

(5) %=he raze struc=ures pripcsaed 5y Resbondent
£o9r its elegoric and gas rates ars I2ascnhable
and should be adc_::e.., w.zZh =he excsgtilicn thae
The existing relatlionsilp between Gas Raze Bl
ané thne gas f£irm rates should be maincained as .
giscussed .n whe prefacsry pertion ¢f this order:

(6} Respondent sheulcd be ordered to iniziaze
a plan te perform a gas marginal cost of
service study, such plan o be susmitied
at =he =.me Respcndent files itz next
gas raze Zase;
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wizh the s5ix recommesdaticns ses fox:h i
the prefazorv porwion 2 this grder
pe*::.a:.:.:.ng o ...::s--c--se:-.- ¢= apnd elecTrig
e stTugeture i1n 1Ts next eleactIis Tate
case;

Resvondenz should be permizied te ixplemernc
the Drifor= Fuel AéiusTme=t Zlause ™ be.

- L]

eilective on Augwst 31, 13E8I;

methods usad by Respondent iz allpcate
prope-ty dedicated To the public in Il-
lingis in furnisbing electsic and gas ser
vice %5 lts cusiomers ave just and reason-
akble and are neresy approved Sor purposes
0f this case;

2or purposes ol this proceedlizng, the

riginal coss zate base {or Aespondent’
Jurisdiscional elec=zic ape:a::‘.ons for the
test vear ended Jyune 30, 13982 is $1e2,228,000:;
the fair wvalue electois fate base fcr
Restondens's juzisdicsicnal elsciTic
cperations ‘c- sa:d =est veax is $2..,378,000;

for pusooses ¢f this zroceedizg, The origiaal
cost gas Tate base for toe test vear ended
sune 30, 1982 is 536,275,000; Raspondent'
fai- value gas raze base Ioo ii Test vears
is $47,188,000C;

a 3ust ané reasonable zase g recur: whicsh
Respondens should De a..owed To earn on

its fair value raze base £or elecsTzic sex-~
vice is 9.11%; Respondent sihocléd be
authorized to increase 13Is electric revenues
by approximatelv §8,601,340 == produce

net annual ju:‘sd;‘*‘oﬁal operziliag in-

core ol approximazely S-.,-_L.-SO based

on the test year approved herelxn;

2 just and reasonable Tate of rTesyrn
Hr'..’..:h Respondent sbhould be allcwed =0 eamxn
en its fa.r value rate tase Izr gas sexr-
ice is 9.11%; Rastozndent should =
authorized o ingcrease 1ts gas "eVe-;ues
DYy agproximatelv $0,450,070, which wil
groduce net annual ope:a::‘.:'._ income cf
a":.cx_::.a ely §4,289,.20;

razes which are aow in eflact fo7 elec-
=iz servics furmoghed Sz t2e Illinpls
customess of Respondect acte l-adeguats,
unjust and unreasgnable in that they do
proéuce a reasonable returm :::_

Respondent on its izovestRent in elegtzic
plant used and uselyl in izs Illinois
one-a:;cns and recoverr oI gcperating
costs of eleczric serrice furnished %0
its Illinois gustomers; existing saces
whizh resuls iz such aniust and unreasonable
OFeTatlaons are nct L3 all resgects jus:
and reascnacle and should e permanently
cancelled and annulled when razes allowed
ts beccme elfective Dy virtie of zhi
Qrder become efiective;




(15 rwates which ave now in eZfect fzr gas
se-wize furnished o the Illinois customers
of Respondent are inadecuate, uniust and une
=sasonakle in 4nat thev do zet nroduce a
=eascnaile se<uvm =5 Respondent gn it
investment in gas plamt used and useful in
izs Illinois gperaTions and Tecsvery gf
operating costs far gas sa-Tice fuzzished
o its Illincols customess; existing rates
whizk :_s";: inm gsuch umiust and uxreasgoable
crerations ave 20t in all -espects just and
=easapna=le and shouvld be pe‘_ane:"y cancelled
and annclled when rases allowed o become

ffaccive by vizzue gf this QOrder becume
effective; ’

(181 zates prsposed hersin v Respondent for
iss 1'1.:.':.';5::‘._c:':-.;cma‘ elect=sic operaziams in
Illineois would przduce a raze of retuzxs
in excess of a vetuzz =hat is faiz and
reasonable; the prooosed e_ec—*°c Tazes
should Se permanern:.y cancelled and annulled;

{171 rases prcocsed herain by Respendent for iss
gas operations in Illincis weuld groduce
a zate of rezurn zhat is ia excess cf a
retusn %haw is failr and reasonable; <0
propoged gas Tztes should be permanently
cancelled and annaulled;

(18] Respondent sheuld Zile revised Tate sheets
to obtain =he net gpezating incsme 5z I3
Illinois elecszic anéd gas oversazions whish
is fzund herein =5 be just and raascnable;
said raste sheezs =5 decome effective within
five (5) calendax days afzer Zlling saze
wisch =his Ccm:;ss;an for sarvice rendered
afemr the a2ffective date of the 2a-iff,
wizh 3 i?;dua- rate sheexs =5 be corrected

ishin That time pexripd, if necessazy:

(19! Respondent was fsund %2 e :in c:.:;ia:Ce
wizh the p*:v;s-ans af ERTA, ALCRS Sectien
158 (e} {3) and Section 46 (%), and Respondent
shculd continue w;:h the aprlicahle accounting
azd aermalizacticn recuizements of whi

=; to facilitace identificaction of the

effects of ACRS and ZRTA in the acssunting
records of Restendent, separate agTropTiace
sSub-asTounTs will De openegd To rescSri such
entries;

{20) all obijec=ions and mewions made in =hi
proceeding which remain undiszcsed of
shou s be disposecd of consistens with
the . _timats gonclusicns sontaiaed in
this DOrder.

IT IS THEREFORE CRDOERED that =he Sustension Order cered
on Octsber 28, 13BL, and t2e Resuspension QOrder enzesed on
Febzuaxy 17, 1982, in =his docke:, be, and thev axas hereby
vacated and set aside.

IT IS FURTHER ORCERED fhat the Filed Rzte Schedule Shee=zs
Proposing a genera. lncrease 1n electric and natural gas
rates in Iowa-Illinols Gas and Zlezwriz Cpormpanv's Illinois
service azeas, filed bv -wa-lll;“c s Gas ang Zlezwriz Com-
pany on Cc<ober 2, 133., be, and rhev are hereoy, permanentl
cancelled and annulled.
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IT I3 TURIEER JRDZRED that Iowa-Illincis Gas and Tlecmrie
gompany be, and it is Dereoy, authorized and direcsad tz file

new tariff ghee<s COVering 1SS Iates Igr gas serTisa i
Tllineis o provide nes annual 9perating Iacome 3f approxi-

zely 54,299,22C, a_:;'—.i:a;:_';e =0 gas sesvize fuimished on and
afzer she affsctive dawe o $ald ratas, in accosdanca wizke
Pindings (3), (Z3) am€ {18} cf =his Crder.,

IT IS FURTHEDR QRCERED that Icwa-Ill:incis 3as and flecaric

ey

Campany ke, and it is Reredy, authcrizacd and dizsmgempd oo £i1

flle
new waziff sheeTs STverling LuS fates oz l.e::-_-'.c ser7Lse 1o

I:.l:'.:m'_.s =z zrovide net axnual Operating income ¢F appIoXi -
Dacely $18,251,330, azplicable Iz elactriz serrice "“""3“gd
on and af=ar the efisctive 3ata of said rawes, iz accarsazcs

wish Piadings (3], (12) and (i8) of =2nis Order.

- T

I7T Is FTURTEZR CROERED that the exiscting gas Tasze
schedii e Sheets Ior those service class:ficatiozs fr whish
aew gas Tata sciecdule sheets aTe Zc he filed, be, and =he
sams ac-e '19....&.::‘3 ::e—:.a.ne v cangelled apd a-t'-“’.‘..ec. effme
civye 3= sSugh =TiDe as Lhe new §as rate schedule gsheess aza
allowed =2 Deccome effpctive DY Virtue of wnis Crier.

IT IS5 TURTEZR QORCERED zhat the sxis<cizc elec=rtic rate
schedule shee=s, for those Service zlassificasians fzr wnish
new elsctTic razs schedules are IC De filed, Be, and «rhe same
are nereby, perzmanently camcslled and annulled, e“‘ec—‘ve a=
such Sime as the new elacTIii TatE schedule sheews are allowed
== becctme effsgTive bv virzie 9 =his Qrder.

IT IS FURTHEZR ZROERIC thast Iowa-Illincis Gas and Zleg=—is
cmpany De, and 1t i1s hexedy, authorized and dicacted =2
afface a change 1o izs Tuel Cost Adjustmen: Rider No., 2
acsordance with Piading (8) o =his Qrder.

3 m
-

:v: I35 —-mﬂ'ﬂ:‘-q SRoERET -rae *wa-“;“c‘s uas m —:.e :i:
Campany be, and i< is hereby, direcsed i» inisiate a plan
=5 perisrm a gas masginal £S5t of servize ssudy iz aczordanca
wiih Fizmdiag (8] o©f shis Ozder.

IT IS PURTEER QRDERED sihat Ipwa-Illincis Gas and Zlec=—:ig
Zompany be, a.::d iz is heraby, direcued =z commly wich the six

recomuendazicns sez forInh it the 3_,¢a-_,_, pertien of this
order pertaining s cost~ci-sesvize and 2leCiTic rate sITucIure

in i%3 2ext elacTric raze case,

IT I3 TURTEER QRDERED thast Iswa-Illincis Sas anéd Elece-ie
smpany be, and i1t is heredy, a“"'c:’.‘.:ed and direczed =0 take
all st=ps pecmssaTzy o obTaln all tax be’xef;:s pursuans o all
appropriats and relevan:t acstuniing and normalizasion require-
ments of the EZoonopic Recovery Tax Ac: 9f 1981, Accalerated
Cost Recovery Svstem Secsisn 183 (e} {J) and Secsicn 46(7).

IT Is FURTHEER ORDEAED tnat Iowa-Ill:ncls Gas and Elece==ig
Companv maiztain sepatate and appropriaces sub-accounts =o
record and identify the effecis of such tax deferzals under the
Econemic Recovesy Tax Act o 1381, Agcelerated Zost Recovery
Syscem Sec=ign 153ie) (3] and Secilan 48(8).

I7T I5 FURTEZR CRIEREC =nat anv cb- E“':-".C.':S ané moeiens
made in this proceedlng That Temai: "--"*s“csed c¥ be, and the
same are her=py, dispcsed :f CTRS.LS5tent with the ulcimate
eonclusicns hez2in contalned

By QOrderz of =he Commisslion Shis 285zn ¥y ¢f Augus=, 1982,

(SISNZD) MIZTHATIL V. HASTEM

Chaimman
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Whinsls - STATE OF ILLINDIS.
AIsoiEtr —TLrtwaTS COMMERCT COMMISIION

Dele —m ——

IOWA~IZLINQIS GAS AND ZECTRIC COMPANY

B2-2892
frovosed general incrasase in electris
and na=uval gas razas,

i
s

By +he Commissicon:

On Novemner 2Z, 1982, Iewa-Illinois Gas and ETlacnric Comoany

- "Ilowa-Illinpis,® *Cocmpany” or "Respondent®) filed if=s Teh
Revised Sheez No. 1, 920 Revised Shees No, 4, 742 Revised Shaet
Ho. 4.1, 10tk Revised Shees ¥0. 5, 2tk Revised Sheec No. 6§, 9th
Revised Sheet No. 7, 925 Revised Sheet ¥o. 8, 4th Ravised Shees
Ha. 2A, 9t Revised Sheet No. 9, 4= Revised Shees ¥o. A, 2nd
Revised Shmez No, 3B, %2h fAevised Shsez No. 13, 9t: Ravised
Sheez ¥o. 11, 3tk Revised Sheet Nc. 1.A, 2nd Revised Sheet ¥No,
1.3, 9t~ Revised Sheet 3c. 12, 9% Reavised 3heaz Yo. 12,
Crigina. Sheet No. 13.1, 3tk Revised Sheet ¥Ho. 22, §&2 Revisad
Shee< No. 23, Ind Imvised Sheet No. 15A, Ozigizal Sheet YNo, 29,
and 2riginal Sheet No, 29.1 of izs Ill. €.2, No. § = Zlec==iz
and 9th Revised Shees NHo. §, 944 Revised Sheex No. 8, 9t2
Reviszed Sheet Na. 10, 9th Revised Sheez Nc. 11, and 9+£Z Revised
Shesz No. 12 of iss Il1. C.C. No. 7 = Gas, her=inafear relsrTed
to as "Piled Rate Schedule Sheets,” iz which iz proposed a
geseral increase ir elactric and nastural gas ras=s in it
Illingis service arsas, effsctive Decambexr 24, 1932,

Hotice of the proposed incrsase in electric and gas Txtas
was postad in Rmsponcent's business offlcss and puslisied in
newspapezs o7 general cizculation it the Somoany’'s Illinois
service aTaas, in acsordance wish tle Zequirements af Section 36
of "Ar Act concesming public umiliszies,® as amended, (®Act®) and
the provisions of Geneszl COrder 157 of zhis Comm:issgizn.

In this proceeding, Respondent has sozplled witl fie

Standard Pilins uiremenzs for electTic and gas azilitles sec
foreh in ¢the IZsmmisszion's Genera’ Crder 210.

An axaminaticn o0f ¢he Flled Rats Schedule Sheemty rasulzed in
4 determinaticn bv the Commission ST antsr gpos heasiags
conceIniing the propriety and Tsasonatbleness of the sroposed
general incresase i: electTiz and gas rates, and shat, pendizg
heasings and decisicp therson, the zToposed Pilled Rate Schedule
Sheets should agts be 3llowed zp become sffective. Cn
December 21, 1982, the Comxiszsion entered arz Order suspending
the aflective date gf *he Pilled Raze Schedule Sheets £o and
including April 22, 1981, and on ApTil 20, 1983, resuspanded
said Filed Race Schedule Sheests tz and including Sctaper 22,
19835,

Petitlons %o Intervene iz =his proceeding wers filed by the
Storney General cf zhe Szate of Illingls ("Attsrmey General®)
cn behal of the Pecple of the Stasme ¢f Illingis on Januarv 3,
1581, and by zhe Departzent of Defense ©f the Unized Stazes
{"Depar=ment cf Tefense”] on Januazy 10, 1983, Thase Pezicticns
to Intarvene were granted by the Cormossizz,

$Idyant to notisa as requized by law and =he -u:les and
regulasions of the Commissziqn, a2 pre-hearing canfersncs was hald
iz this 3aster before a duly aythcoized Aearing Trxaminer of ghe
Commission at iz3 offizes in Springfield, Ill:-noisz =n




32-9892

Janzazy 15, 1981 Thersafter, evidenziazv heasings wers hald in
Spring¥i=’d, :;Li"c-s an Marzch 24-25, Marssn 29-29, Juae 9-10,
une l2=14 and Julv 1820, 1582 ATTearinces wers entared an

-

beaall zf Icwa-Illincis, =Zhe Ac __-ue' Gereral and zhe Department
0f Jelanse and Sy staff nempec-d ol the Ezznomizs and Races

b

Deparsoent azd Accsuzes and FPlaance Jscari=ent of the Public
Qrilizies Divisicn cof che Commissioe and the Pollisy Analvsis and
Researsn Division of zhe Soomisston ("stafsf), Az she

conclasizr of the hca--.q on July 20, 1582, zhe recszd was
marxed "Heard and Taken.®

The recozd Lin this case contains cver 2,100 pages of
cranscrigt plus numerous exhibicss. Ariefs were Ziled bv
Respeondent, the ::a:ney General, the Degarzzent of Defanse and
by an Assistan:t Aztarney Seneral on BSeRall of Jommission stafs
members. On Sept anne: 20, 1982, arval arSumens was held Defsre
the Copmossion and the vecord was masked "Heard and Taken undar
Advisement® cn Shat e,

The evidentiarv recszd contains a3 detalled azmalysis of
Respondent's pro-ected cpe:azicna for the ferecaszed test year
anded June 30, 1984, izcluding the Zair wvaliue and original coss
¢f Respondent's plant zogethar wizth a:scc-a:ed accoied
deprec.atisn applicanle =0 =the dezer=inatisn of Respendenc's
rate Dase, and zhe cost of zoney and onher matzers Zslatilg o
the appropriate rata of re=urn for Respondent.

NATTRE QF RESTCNTDENT 'S OPTRATIONS

Respondent is encaged in the business cf generatiag,
Tranamitiing and selling elecssic enersy and distriburting and
sa.ling natural gas. Electric energy i3 distributad in the
municipalisies of Rock Island, Moline and Zast Molizae, Illincis
asd in Davenmor:t and Besxzandor?, Iowa (Xnown as the Quad-Citias
area), in Fors Dodge and Iowa Cisy, Iowa, and iz csrsain
adjacent communities and surTounding areas.  Nastumal gas ia
distributed in the aforemenzicned communlitlies and in Cedar
Rapids and Qtsumwa, Iowa, and cmrta.z ctler sunisipalities,

Abouz 19% of Respondent‘'s electric revenue and 25% of its
gas tmvenue a3y 198. were derived frcm cpezaticons in Illinois,
the balance coming fzom operaticns in Iowa, FPor 1341, 35w of
gIoss operating revenues were desived fzcm Respondent's gas
business, with zhe remainder derived from its e.ecuric
business. Aft December 31, 1981, abouyt 2% cf gz=ss grilisy
plant (azated a: original coss) repressnted electiric propesty,
15V gas propezty, and 3% coxmmon propesty.  Respondent sarves
adout 222,200 gas customers, of whom asScut §4,000, oz 29%t, are
located in Illinois and 153,200, or TiV, in Igwa, Respondent
has approxisazely 174,000 electric cuxtgmera, of whem apous

,000, ez 19%, are located ipn Illincis and 107,008, or 61%, in
Iowa.

TesT YEIAR

Pursuant tc the provisicns gf che Tommission's Genezral Crder
210 "7G.0. 21071, the Companv proposed a2 fully forecasted Zest
vear ended June 30, 1984. The Zorecast wis aciTtwpanied by the
opinion @f Arshur Anderscn & S2. thas the Clompany had complied
with zhe gnidel;nes far fgorecaszs develcped Dy the Amer:can
Instizuze of Cagtified Puslic Accounzanza. As reguized by G.C.
2.0, ==e C-==a1y s f£il:ng also included aczual Zaza Iz Zhe
*historical year® ended June 30, 1981 and a fcrecast far the
'cu:ren: vear" ended June 30, 1983.

r
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Zllincis Operaticas~2roposed PRates
Tags Year Znded June 30, 1984
Illinois Illinocis
Slactzic Gas Combined
Coeraticns Coerzzlicons Joezzticons

Cperating Revenues 11,780 $77,29¢0 $139.437¢0
Cpearasing ExXpenssa:
Operatian and

Maintanance 5 42,958 867,152 $120,148
Depraciasion and

Amgrsizaticn *2,883 1,355 14,720
Taxas ozher zha=

Iacome Taxes 5,834 809 §,843
Income Taxes 18,853 2,344 2..703
Total Cperating -

Ixvenses S 20.514 $72.740 $153,214
Cperating Income § 31,266 $ 4,590 $ 1%5,3%&
lass: Nop-Juriasdics=ional 1.518 . — 1.518
Jurisdic=ional

Cperaziag Income § 29,750 S 4,5%0 S 14,340

PATET OF RETURN

Twe witnesses tastifying on behall of che Cirpanv presenczed
evidenca concerming rate of retuIz.

Charles 3etoze, a First Vica Poasident and zember of the
Board of Dizmctors of Paine Webber Mizchell BHutchins, Inc.,
testifying on behal? of zhe Company, measuTrsd he cost o the
Company’s common equity capital By thIee tests ~ Iisk premium,
discsuncad cash flow ("DCT") compacison with industzial common
stocks and financial integrity. DBencre tsstlified that in
administering the thrae tast3, he conszidered the Company's
cSnstIqETion progTam, ies financial iategTicy level and recens
financing axpesiences, ivs cocmpetitsrs for investuent capizal,
economic sonditionsg and invesssr attisndes, and She criseria
established in <ha Zope Natuoral Gas Compmany and Blusfield wWater-
works Supreme Qoust Daclsions.

Wish respect %o kls sisk premium test, Benore determined
that the Tequised return on the Jompany's common equity would be
16.3%. His conclusion was based on his decermination of the
difference hetwaen the zost of lowest risk long-tarm capizal
{T.5. Gavernment bonds) and the Compaay's common stack. The
16.8% recuired rezurn on the Company's common stack was bazed an
an 1lt axpected vield on long-tar= 0.5. Govertoment bonds and a
$.8% Zisk premium.

With respect to his DCF test, Benors detsrmined that the
required ratur: on commor equity of the SaP 400 Indust=ials was
17.6%, aZtex adiusting for market pressurs and issuance costs of
St. He zestilied %xhaz the Company's tisk is less than that of
the 537 400 Indusexials and concluded that under the DCF tast, &
falz rate of rezuzn on The Company’'s cosmon equiczy would he
aboutz 171, Be performed a DCTF analysis uaing the Companv's own
dividend yield and growzh rase. That analya:is resulzad in a
requised et on the Company's common equity in the range of

T7.3% t2 18.33%, afzer adjusting S22 issuanca casts of 5%,
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Benpre's toiczd test songiderwd whethieD a realizad sesuTh on
co=men e -‘-v :‘ 17% would se sufficient to enazle Rmszondent o
actieve a 3 Jactoxy lavel of fizancial inzagrizy. de

cncluded =haz Lf Respondent actually realized a 17% rewuzn on
les copmen equity fapital, L« conld achieve a sazislactzry level
of 2inancial integTity. 8e sastified that financial integris;
i3 the condicion whsra the Company (1) gensrases cash flow o
gonstzuction of at leasz 50%; (2) intains 1ts doubdle A band
Tating; (J) salls zew commen STk at leasTt At book value: (4!
POsseases adecua<ca Iinancial strengsh and financial flexikilisy;
{53} eamms a fair returm of good guality 2n its common stock
suity which enables it zo Taise capizal ¢z Tmsascnable tmrms;
and (§) achieves a satisfactory level of finanec:ial integrity
wpile masinziining -azes =hat are 22ix to lts cussomersy.

Conald Shaw, =he Czmpany's Tics ?*Ds*den- - ’.aanca,
teatified soncerning the Iompany's financisng regquismsents and
coverage Tatios. Shaw testified shat it 13 esaential :s
‘recognize the l-rpact iaZlavion Ras had on the sormmacn equicy
iavestsr, Shaw du‘a'z;ned that the rate oI reguzz on common
equicy L3 a non~iaflatiognary ecooemy. composed of pure inzersst
for the use of Toney and compensation for Business and Iizmancial
risk, exzluding fusturs inflasionary Tisk, was 2.5%. He
decermined —hat a SurTex: recurs -an STmmon eguisy of 18% would
be comparanle =2 an 8.5% resusn in a agp~iaflacisn I econemy.
Shaw cancluded zhac a retun of 13% on =he Csmpanv's co=mon
equity, as applied =z an original cost fate base, would be fair
and reascnanle.

Thomas lepp, a Seniss Caonsultamt wisch Iinder Companies,
Izc., testifying on beha-- ¢f =he Agtormey General, utilized two
nethods in detsramining a fais rate of resur on the Companv's
cczmon equity, a DCT analys:ws and 4=e capital asset pricing
model ("CAPM®). He testified tha* under the DC? mathod, the
current cost of common eguity capital i3 egual £ the sum of the
axpected dividend vield plus the expected growsl in eamjings,

Iz his DCT amalysis, Zect analyzed data for both the S5a? 22
azi.ities and the Company. He dezermined tiac thae C:ﬂ;any's
risk was comparabls 2o the risk of the average zzmpany 1n the
S4? 22. His DCT analysis resulzed in a 14.6% = 1S5.1% cost of
aquity ranga Zfor the Campany.

Zepp teszified that CAPM theory states =hat the cost of
sguity depends on a stock's contribution =3 the risk of a
well-diversiZied poredalio. Undes CAPM theory, the expeczad
retuzn for a partisular sectsity Is equal ST the TeTuIT ohoa
risk-fres assetz plus a f-aczion [the beza) of tle expectad
rstiIm investors regquize %o hear the zisk of holding the markex
peztiolin. Zepp stated that if the Deta is Delow 1.0, e
secuIity i8 perceived hv investors as being less Tisky than the
average securisy. In nis CapM analvsis, lepp u-il;:ed bevas of
.57 and .60. The .57 beza and the .50 beza ace avesages of the
Value Line beta and his cegrassioc estizace of the beza for the

vany, and the SiP 22, respectively, Zepp dezarmin thas =he
oisk-irme age iz 11y, based upen 2is review ¢f currens
long-tsra and inte—zadi Te~cezm TTeasury bond ratas and a
CCEDATINON 0 Tecent past Treasury Tates o CurTeat rates. BHe
dezermined that the marke: sisk prem:um is in the range of 6.0%
to §.63. Under his CAPM approack, Zepp calculazed a cost of
common equity for the Company iz a Taage of 14.4% == 1EZ.0%.

cost of all

Zepp testified that given the recsnt drop in i
ts ¢ sEpany's

types of ¢redis, iz is reascnable Lad that =he

-
-
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eomEon #guUiiY S22t Lx helow the level o 13,31 autherized ov the
Commissich in the Company's last rfata crdes. ' lapp concluded
thaz zhe Company’'s zast of commeon equity is in =ne range of
14.58% =2 15.1%.

Zepv <ad tha<t Benore ytilized an inappropriace analysi
in reachas g nis sonslgsion Thas the Joxmpanv's susTant oost af
common equity is 17t. Zepp crisisized 3encre's ‘:mna:isan of
the volatility of an undiversilied perifclis of electzic usilicy
socks (the SaP 22) wista the wvolatilizy of two well-diverzified
porefolios (the S5a? 400 and 35&P S5Q0), whizh 3encse uzilized in
Bis determination zf zhe risk of electrics u—‘;;:;ea relative %o
the Tisk of avezage stocks. Zepgp stated th suck comparisons
genezally have 2o nean_aq since the risk of hn diac a s*nq-e
stocX or a group of stocks in the same industrr will be lazgex
than she Tisk of holding £TSCXS wizhin a well-diversified
por=faliz.

Seeshen Merchanse, Vice President of A,.J. Rowe ; Assaclates,
Inc., sactilying on beralf of zhe Depariment of Defexse,
cencluded that a fair and reasonable rs2uzT an the Compazny's
comman equ"y is 15%., Be used ti:Tee approaches =2 support Ris
recommendatisn. He first estimated tle gernera’ cogt of CoEmON

ity by use of a risk premium Test asd a common stock eguilty

resu=n =3 iaflasion test. He detsrmized =R3z+ based on =4e

Tuity Tisk premium expectad for co=mon sizcks rslaTive %20
Treasury Dills, the coat of common equity 13 in the sange of
12.9% =5 16.3%. Merchant deteczined z2az tased on zhe
relationship Setwesn tozal common $ToCk Zecurms and che expected
wats ¢f inflazion, +he cosz of coomen eguisy iz ln she range of
12.1y &0 l4.3%, wizh an ondexlving inflasion yas= of 6%.

Marzhant's second st assvessad the Czopanv’'s actual
pecformance since %the Companv's last Tate crder fzocz ohis
Commigsicrn entsred iz Deockes No. 81-3747 on August 25, 1982. He
poted that the Commissisn allowsd a3 retuzn af 16§ onh the
Company's common equity in its order iz Decket Na. 31-4747. He
stazed that sinca =ha Ssmoany's last raze crder, he CSsmpany’a
nasket =3 boaok ratic has L:n'nved significzanzly, the Company's
CONSTIICLRion program, c3faisting primarily of expendizurasa for
Louisa, has Been fipanced wi :hcu° a stzck gffering, and the
Cozpany has maintained itz doudble A bend rating, He stated thae
at year-end 1982, the Czmpany had earmincs o7 $§3.9%5 per shaze on
a book value per sznars of $33.99, resuliiag iz a rea.ized Iesura
on boak eguisty of l§.5%. Murchant assessed the fizancial
intsgrizy of the Company based on the zurTaa: and expected
future status of a2 number of griseria and concluded thaw 2
decrzase in the Companv's allowed reourn on eguzzy is justilfied,

Merchant's zhisd rez: was a Company specifiz DCF
calculazion. FRe stated that bDased ypen the Then cu::en- price
ef 523.1] per share, =ne S5.3% annual growsh in dividends over
the last 5 years and a forward dividend of 52.48, .he sost of
compon equity Ls 16%.

John Quackerhbush, 2 2taff nemrer of the Izoncmics and Rates
Depaztaent, ugtilized a DCF zmezhod 2o decarm 1e che Zzmpanv's
cost of equity capital. In his DCP analysis, he gtilized data
for the Company and 10 comparable u«il c*uvahzes. In
selecting a saxzple of firms comparable X %o =he Campany,
Quackerbusl utllized measures of cperaz.ig leveraqe, 4inancial
leverage and ~evenue stabpilizy.

(™}
(8]
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Iz his Company specific DCF azalysis, Cnackenbuslr dezamined
that its quartesly dividand viald was 2,523, based ar =he Do
rscens ggasterly dividend and the ou-Tent stsck pxica.
Cuackexnsuah deteiied that the {ompany's guassarly gTows: zats
is in the sange of .89% %o l.17t. Ia detarmining the growzh
rats, Juackenbush sxamined she Csmpany's ratastico ratiss and
sarned returns gopn cummon eguisy for The pezisd 1978-198%, i
cor~ant allowed Zeturna in Illinois and lowa, and the expec=ad
sarmed Teturn for the Companv in 1923 and 1935-1987 forzecasted
iz che Januarv 28, 198] edizion of zhe Value Line Jnvesczent
Survev, He alsc axamized current gTOWLl fate projsco.ons o2 =he
Companv's earziags r share and dividends per srzare in wvarious
investoent publications. Quackenbush's Comparny specific DCF
analysis Indicated that tha cost of the Companv's common equity
is in the razge oI 14.9%0% 7o 16.18%. :

In hiz compazable sample 3C7 analysis, Quackensush usilizaed
the 2ost secent gquarterly dividends, the average slosizg stock
prices for the week anded April 12, 1383, and the Merzill Lynch
steady 3tata growth races published in Marsh, 1983, The
resulcing average cost o2 commen equity oz she go=oazakla
sample is 14.85%. pPased on his DCT analysis, Cuackecbush
astizased shat the Company’s cost of common eguity is in the
range <f 14.35% =0 14.18%, wisk a midpoint of 15.52%.

Cuackenbush stazed “haz nc adiusiztent should de zads =2 the
gost of commorn equity oI parket preassure or IloTatich expenses
since the Company has no plans to offer a new public issue of
common equilty during the next IZlve years and has 30t issuad any
common stack subzsecuent to the last rate case., Quacienbush
criticized 3enore’'s urilization of the Company's f£ive and san
vear higzoric growth Tates in Bencre's Company specific
analysis.

On cebuvtal, Bencre 2Srisicized gthe comparsabla risk crismria
which Quackenbuzh utilized in seleczing his comparahle sample,
Benore atated zlhaz Quackenbusi's criseria azrs 2ot Sritisal o
investars. Re also gricicized Quackenbusn's wtilization af
Merrill Lvnch stsadyv staze growth rates, stating wRat chess {s
no basis for detsrmining whether such grow=i rates Tellec:
investor sxpectations. Bencre statad that a 51 adiustment for
ixsuance costs i3 essential ia a determinazicen 9f a faiz resurn
on the Company's common aguilty.

Bancre crisiciied Mezchant's risk premium test on the basis
thaz It compared a Treasery bill, a short-temm secuzisy, 22
common $Tock, 4 long-term securisy. Bencore stated tiat

rehant's usilization of 2 8Y inflazion rate unders:zatas
inveszors' expectations of inflation.

Bencre criticized Zepp’'s OCT analysis. He stated Zhacs
Zepp's growth rate for the Company was oo lew. Benore stazed
that %wo of lepp's methods which he utilized 3¢ calculaze growsh
Tates were based on sustainable gTownll rates. Bencre staztad
tha: suszainable growzh is not Zhe same as acTual growel and
that izvestols bSase investinent c¢onsiderations on aciual groweh.
Benore alse critigized zhe CAPM theory, stating that it ia nos
widely used by investors and is unlikely o reflegs invessors®
Teguired IatuIn on the Company's szock.

In dezarmining the cost of commen equity, it is apnarens
that =here are i number of different apnproaches that can De
used. The Commiasion's decision on this issue 2uls De Dased
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upon reasoned judomant. I reaching its decision in =hisx
masler, the Commission has consideresd the mezhods giilized by
the witomsses in ziis proceeding =0 dezermine 3 fair rate of
reataIT on the (ompany's common equity, the Compmany's Zinanaial
eondizion, csnstoucticn program, intesast coverages, and cash
flow and all the evidence in she Imeatd, and is gf =he opiniom
#nart zhe Company should be auticrized <5 earm a TecuTh ap common
ity al 15,352

The Company proposed that it3 estinazed avezage
capitalizaticn fozr the 12 months ended June 30, 1984 De ueilized
as i=2 capizal gstTuctura (n ghis proceeding, XNaithear scafs
witllesses nor Intarvencra objected o sald capizal stemesurs gz
to the cost af the Company's long-terx debt, preferred stock and
prefarence finck as updated by the Company. Tha Company's
proposed capizal structure, as updated, is apprapriate. Wizh
the cost of common equity ©f 15.52% and the inclpsion of
unamersized investment tax ¢Iadiss in the Company's capital
stTucture, fhe Company's capizal stmugture aad g¢ost of capizal
approved heramin is ag {sllows:

2stimaced Average Twelve Monchs Pnded Jupe 30, 1984

Amcunt Weightad
(8072 '=) RA=io Coae Cost
Lang-Tern Debs $382,3845% 44,31 9.18% 4.1y
Praferred and
Prefarence Sinck 24,374 LT 9.689 1.14
Commen Fgulity 308,942 l6.16 15.52 s.81
Onamareized InTeswsment ]
Tax Credits 62,554 7.3 11,72 0.26
Tezal 35d54,385 10C¢.J0% 11.72%

The autiorized recurn of 15.52% on eguizv will provide a
TeT1IT on original £os5% Tate base, uqnder the zapital structure
hereir approved, aof L11.72%.

The Commuission is futther ¢! zhe gpinion shat the fair cacse
0f return that the Company should be authorisz T0 &ars an faic
value ©ate base i3 9.44% for elecusiz and $.17v for gas. These
razas of retuzn would provide overating income of $28,554,520
for electziz aexvizs and $4,163,080 Zor gas. To easm this
inczme will regquire additions o operating revenuas of )
$21.089,020 for eleciric, prior to application of she Louisa
Phase—In Clause, and §365,350 2cr gas, excluding add-on taxes.
The rate increases shall Bde in accordance wish the rate design
and cevenue allocatlon approved in tuis arder. Afser tha
application of the Louisa Phase~In Clause apnroved Herein, She
authcrized incusase in alectzic Tavenues during the firse vear
af operation of the Clagse is $3,110,004Q.

The Cosmiszion, having examined =he provosed rave incrsase
and having considered all the evidence inzroduced in this
proceeding, and beiag fully advised in the premises, finds whaew:

(1) Respondens la an Illineis corporation, engaged in the
generation and dissribution af eliectzic energy and the
disuribution and sale of nazural gas o the public in
Illincis and elyewnare and i3 2 public utilisy withia
*Ne Deaning of an Act ensitled, "An Act <oncerming
public ueilities,” as amended;




{4}

(5)

{6}

(7]

{8)

%

{10)

By

n

113}
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the Cormis=ion has jurisdictiocn cver the Respondant
and of zhe sundect paztes hermin;

the rmcizals of facs and zonclusisny reached in the
prafatory portion of this Crdsr ars suppossad oy
eridencs o Tecurd, and ase hevedy adoprad as findings
of facg::

the test vear for the determination ¢f the ratas
herein fgund =3 be iust and reaschnanhle should be the 12
acnths ended June 30, 1984: such <ast year is
appropriate for purposes of this procmeding;

thods usad hy Respondmne %o allocase propersy
dedicated to the public im Illinoisx in furmishing
lectzic and gas service %o its customera are juss and
Tmasonablie and are heredy approved IoT purscsas of this
.
case; . .

the electric rase structure and class ravenge
allocazicon discuszed and acsepted in the prefatary
portion of tils Qrdar are just and Teasgrnanle and
shou.d be adoptad;

the ratme «imjcture proposed By Respendent fos fes gas
Tates i3 juz: and reasgnable and shculd e adopted;

Aespondent shaould de ordered to zubmis a gas margiaal
cogt gf sezvices study at =he file Respondent Jlles fss
nexXtT gas rate case;

Reszondent should be permisted to reccver thraough the
Uniiomm Fuel Ad-ustment Clause, tle on-going auclear
Suel disposition costi, commencing umenh the effpcuive
daze o0f the revised electisic rate sheezs filcdéd pursuant
to this Qrder:

Respendent azhould De pearmicied o Tecdver, thrsugh 2he
Onifors Fuel Adsiustment Clause, tha intermat Iastes, Lf
any, associated with payment af suclear fuel
disposizion coses for the period pricr zo April 7,
1282, upon advising 2he Sommission of the cpuion Sor
paymen:t selaected and =he Teasons therefore, LI Zhe

LCommission concludes =hart said pavmen:t option 12 in the

besat interests af Respondent's custiomers:

for purposes of ehis procaeding, the original cost
Tate Dase for Respondent’'s jurisdictisznal electric
operationz far the mast vear ended June 30, 1984 is
$243,676,000: zhe faiz value elecusic raze hase for
Respendent's jurisdictional electsis operazions for
sa.d Test year is §$202,525,000:

for purposes of this procamding, the griginal cost gas
Tare base Ior the gast year ended June 30, 1984 ia
$1%,512,000: Respendent's fair valde gas race base for
said test year ix 545,3191,000;

2 Just and Ieascnable raza of return whish Respandens
should be alliowed %o earm on its f2ir value cate base
for elecezic service is 9.44%; Respondent should be
autherized To increage (%2 hase Tacs elecizic *evenues
bv approximaczely S$S2!,089,030, excluding add-cn =axes,
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to producs ne<s annual juvisdiciizcnal gperatiag income
¢f apgroximacely 528,554,520 tased on the ta2atT yvear
approved hersin;

4 just and reasonable raza 2 rezurm which Respondens
should 2e allcwed =2 marT on its fa.s value Taze base
far gas sezsic= i3 9.1.7%; Restcndent shcould be
auzloziIad o lacrzase 1S gas Tevenues by
approxins<ely $563,9350, excludiag add-con taxes, which
will procus= et annual Illincis gas sperating income
of approxi=actaly 54,1582,080;

rates which are now in elfsct for elecuzic servics
furnished 2o 2he Ill.inois Ziistomsrs of Respendent ace
iradeguats, nriust and uznseascnable in that they 4o aot
produce 3 Tmasonable TeTurn I Regno daa*'cn izs
investment ix elsciTic plant used a:d uselzl -n it
Iilincis cpezat.cns and recovery of operating znats of
electzic seryice Xu-mished %20 its Illizeis c;st ne:s:
thez=fore, existizg ratas are net in all raspects juss
ang reascnaile and stould be permanently cancelled and
annulled wher sate< allowed o Deccme cffective Dy
wviztue of tiis QUrzer become ellsctive;

rates which ars zow i3 affect fzr gas servics

furnished =z tme Illinolis custitmers of Aespendent aze
inadegquata, usjus: and ucreascnabhle in that they do net
produce a -eascoable IeTuIm T Respondent on LT
mvestan':.- in gas plant used and useful in izs Illinois
goerations and Tmcovery of cperagiag costs for gas
se-vica furmished =z it :LL;" L3 custcmers: thersfzrs,
exissing ratex ave not in all Isspectas jus* and
reasonable and shculd dDe per-anensly ca:ca ied and
annulled when rates allowed = become effective Dy
virtue of this Sxder beccme elilactive;

rates proposed nerein by Restondent Ior Lis
jurisdicuional electric gperations in Illisois would
producs a rate oF resurm in exceas of a return that is
2ai> and reascnable; the prorcsed slectric rates should
be permanently cancelled and annulled;

Tates propesed hermein Dy Respoadent for its gas
operat.cnsy in Illincis weuld praducs a rate 5% zeturs
ehzs is in exoess ©f a zesuzh that s fair ané
reasonanle: the proposed qas Tates shoculd be
perhanently canceslled and aznul_.ed;

Respandent should file Tevised tate shsets %o cbtain
the net operating izcomes for Lts Illinois elecuric and
gzs operazlans whlich afe found herein to De just and
reascnable: said rite sheets I3 become effactive within
five (5} calendar davs after filing same with =his
Coamission for sezvize Tandersd afzer the effgctive
date of the zar-ff, wizh individual razs sheets to be
c2rracted with:in that time periad il nacassary;

when Respondent files the Tevised ratzs sheezs
descoibed in Pinding (19} of who: Crder, Respandant
should file a sider oo izs tarif:s tha: implezents the
louvisa Phase-In Clauss in the 2anner sas forsh in
Respondent's Zxhib:itc 57 ip zhis proceeding, for the
first year of zhe Clause's operztion; $he coszs

19
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dafarred during the defezTal shase of the Clause acs
recovarable duriag che amor=ization phase 9of zhe
Clavse: afimrz =zhe application of the lLouisa Phasze-1In

lavse zider, the anthorizwd incTesase it Respendens's
alesczsic raverues dusing the Iirst year 3¢ gperasion af
the Louisa Phasge-In Clause is $58,110,3%00:

{22) wizhin 40 davys of zhe dazs af This Order, Resoondent
should file 2 Teport wisth the Commisszicn detailing a
method 2or Secovering the antle deferTals associated
wizh Louisa iznvestment during the last § wears of zha
Louisa Phase-I3 Clause puwnant =2 tasgetad levelized
annual percantage incysases; Raspvofdant should file an
amended tarifl ridear §0 days prior t¢ each remaining
year of =he Louniza Phase-In Clause's operaszion for
Commiszion “eview; %the amended ridar should be based an
Respondeant's moss curzant sales Zorecast and gther
inpuss in the Clause; =he change in Bills due == the
operazion of ghe Louisa Phase-In Clagse should be
listed as a separate item on customers' hills:

{22) Respondenz’'s proposed accounting 2or the Louisa
Phase-In Clause, discussed in the prefatssy porticn of
this Order and se+« for=h in =he JAppendix atzached to
this Qrder, should be approved:

(23] FRespandenz should zeclassify Clause tramsactions where
appropriase to conform to the Commission's currens
On:form System of Aczounzs, General Order 180, for
pusposes= of raporting said fransactions in ies 1983
anncal report to the Commission; Respondent should
include asx na=<= of its annual reporta to the Commission
a summary of nhe =ransactions providad f3r {(n che
Appendix attached to =nhis Crder;

{74) all ob’ecticns and =moticns nmade in tRia proceeding
which remain undispcsed of should bDe discosed of
eoansistens with 2nhe ultimaczs conclusion contained in
thiz Qrier.

TT IS THERSPORE ORDERED that the Suspensicn Order santered on
December 2., 1282, and the Pesgyuspensicon Order sntefed on
April 20, 1983, in this docxe<, be, and thev are hersby, vacated
and set aside.

IT IS FURTESR CRDFPET that the Pilled Rate Schedule Sheesns
proposing general increases in electIic and natural gas rztes in
Jowa-1llincis Gas and Electzic Compenv's Illincis serrice arsas,
4iled by lowa-Illindis Gas and Eleczric Company on November 23,
1982, be, and they are hersby, permanently cancelled and
annulled. :

IT IS FURTIER QROERED thas Iowa-Illinois Gas and 2lecirzic
Company be, and it i3 hermby, authorized and direcsed o £ilm
new tacif?f sheezs sovering izs races for gas servize in Illinois
to provide nez annual Illinols gas operating income of
approximately S4,162,0R0, applicable zo gas service furmnished on
and afzer the effactive date of said rates, in acsordance wizh
Findings (7), (14) and (19) of zhis Crder.

IT 1S PURTHER CRDERED that Jowa-Illingis Gas and Elecizic
§

Campany be, and it is hersby, authorized and dizected %o fI1
new tariff shem=s covering iws razss Isr elecific service in
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APPEND T
LOUTSA PHASZ-IN CLADSE ACTCUNTONG
Acsounctiag During Deferral Phase

(1} or.

MidAmerican Exhibit 8.1
Page 108 of 654

Miscallanecus daZerred debica =
Miscallaneous non-operatiag income

To record the defarzal of Louisa Senerzting
Station equisy regarma.

()

Accumulatad provision for depraciacion of
elecsric uzilicy plant fed

Depreciation exXpensa x
To record the deferral of depraciation or
louisza Ganasatizg Station.
{3
Provizion for dafar-ad inccme taxas,
gtilisy cpearatizg income =
Aczsumulatad defzrrad income taxes -~ agthers
Toperty =
To racord the pravisiaﬁ af addiziomal
deferzsd taxes due to the deferzal of
depreciacion.
(4)
Invest=ent tax ctedii adjustlents, uuniligy
operazions =
Acturmlated defaryed investaent tax credicg =
72 slow down the amartizazion ¢f the lavesgt-
Bmant Tax soedis associazsd wish Louyisa
Generating Station %o matth the deprecia-
tion.,
AcTounting Pusing Amorsizasicn Phass
() Dr. ce.
Apcreization of gther atility plant =
Miscallanecus deferred depits b o
To amcrtize the deferred equlisy rsturn -
Loulisa Generazing Staction.
2y
Dapraciazion expensas hod
Actummlated provision for depreciaticn of
alectzic wrilicsy plane =

Ta depreciacs zhe defarcad depraciazisn of
the Louisa Generating Stazion over tha
remainiag life of the Station.
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Jllinpif to provide net annual Illinois iuzisdic=icnal ealecm=zic
aparating income of approxcmasaly 328,554,329, applicable to
electric serTice fusnished on and afser the affac~ve daca of
gaid races, iz acozzdance wisth Tindings (6}, {13), and {(19) of
this orier.

IT IS FURTHER QRODERED =hat the existing gas rate sc:“zgdu_].g
sheets for those service classifizations for which zew ¢as rTac
scheduls sheets are 2o be filsd, b, and =he same are he:abv
permanantly cancelled and annulled, sZfeczive at such “ine as
the neaw gas rate schmdule shea=s are allowed -0 become qffective
by virsue of zhis Ordaz.

IT™ I5 PURTEER OQRDERED that the ﬂx_s:;aq alecesisz Tate
schedule sheets for those service classificasions far which new
elactizic Tate schedules are <o be filed, be, and the zame are
heresy, permanaently cancellad and anoulled, effecxzive at such
time as the aew slectric zZate scheduls shaets ase allowed =o
becocme efiactive bv virtue ol fthis Qrder,

I™ IS FUPTIZR ORDERED zhat Iowe~Illinois Gas and Elect=ric
Company bde, and is is herepy, authorized and dlrmczed =0 file a2
Louisa Phase-In Zlavse =:ider in aceardanes wieh Piading (20) of
=Mis Order, said zider =5 hecome effsciive on the Zdate =hat the
nnw a_ec—--- Tacta schedule sheets Deczme alfipctive,

IT IS TURTHER OPQFRES shat Iowa=Illinocis Gas and ~eceric
Company shall cooply in all respects with Pindings {21) and (23)
ad shis Order.

IT IS FURTEER JRDERZD +ha+t Iowa-Illinols Gas and Zlecewic
Company be, and i3 is hereby, authorizad and di-ected 2o effact
a change in i%a Zlegeric Puel Adiustzent Jlause Rider ¥o. 2 in
accordanae with Pinding (9) of this Ordes.

IT IS PURTHER CROERED shat Iewa-Illinois Gas agngé Zlectzic
Company shall submicz a gas rginal csst-gf-sesvice studv at the
zime 4t files i%s next gas Tace Case,

IT IS FURTHER ORDERED that Iowa-Illinsiz Gas and Zlectric
Company’'s provosed acsounting for the Loulisa Pbase-:n Slanae,
discussed in the prefawary porvicn ¢f this Qrdez and set forsh
in the Appendix attached to this Order, De, and Lt is hersbv,
approved,

IT IS FURTHER ORDERED that any sbiecticns and moticns made
in this procemding thas Temain undiscosed cof be, and zhe same
are heredv, disposed of consistent wisd) the Ultimace conclusiona
hezr=in contained.

By Crder of the Commisaion this 130 dav of Octabex, 1983,

{(SICWED) PEILIP® R. C'CONNCR

Chaizzan

T AL
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Appendix
82=3892
Paga Two
(1) S-S -~
Accomilated daferred income taxes - athar
propezty : =~
Provision for defarced incoms Sazxmss
crediz, utility operating income =
To racord 4he canlatad taxes.
(4)
Aczumulatad deferrted investoent tax cradis I
Investiant tax cradit adiunstmanta, wnilivy
operations =

To amortize thae previcusly deferTed investc-
Bant tax cradit over the remaining life
of zhe Station.




STATE OF ILLINOIS .
ILLINOIS COMMERCE COMMISSION

CERTIFICATE
Re:  g2-0892
I, ROSZ M. GGETT, do hereby ceztify that I am Chies

Clexrk of the Illincis Commerce Commission of the State of

Illincis and keeper of the records and seal of said Commissicon.

I further certify that the above and foregoing is a tzue,
correct and complete ¢opy of order made and entered of record

by said Commission on Qc+tober 13, 1583,

Given under my hand and seal cf said Iilinois Commerce

Commission at Springfield, Illincis, on  Qc+tzber 14,‘1933,

At

Chief Cler






